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CEAPTEJt  I 

lBTICOKnO)l 

subs«)u«nt  roevilauon  of  now  Issues  of  corporsta  seourltiss  la  the 
Uidled  States.  The  Securities  Exchange  Act  of  establiehed  the 
SecurlUes  and  Exchange  Coolsslon  and  charged  It  vlth  the  reeinnsl- 
blU^  of  regulating  securlUee  Barttets  in  the  puhllo  latoreot.  lo 

In  hooping  with  that  provision,  the  Conrtssloa  has,  over  time, 
evolved  a rather  coaplai  registration  procedure  which  mist  be  under- 


sold In  public  narhete.  The  reglsti-eUon  prooese  lavolvea  extenelve 
disclosures  of  current  and  historical  infoiBation  eoneemlng  tha 


corporation,  and  -o  entails  en  unlertajdng  bf  bhe  firm  to  Ale 
certain  annual  reports  and  othsr  sthtaDents  with  the  Comle^n  for 


as  long  as  the  subject  eseurltles  are  outstasdlhg. 


isong  Its  other  provisions,  the  Securities  Act  of  1933,  as 
aaerded,  piOTides  for  certain  exesptions  fron  the  regletiatlon 


prcesss  alluded  to  above,  Currentl;.  these  exemptions  are  Ave  In 


3-  Securities  cf  BUiilcLpelt  Stute,  Tederal  and  other  gocem* 
Aental  instmaeatelltlesi  of  charitable  inatitutione.  of  basks,  asd 


to^tta^blireSwd*  ?300.000.^ 

public  sale  In  aecoi^ance  with  the  ra;iilr«Beiits  of  a apodal  set  of 
Socnisdon  rules  known  aa  Begulatioo  Jl. 


PurMse  of  the  Study 

This  in^vdiy  will  aitaipt  to  ascertain  the  effeetlwsnsee  of 
current  federal  resulation  of  small  seeurltiss  issuea  which  are 
exsnpt  from  the  nonul  reeiatratioQ  piocsas,  but  rttuln  subject  to 
the  rules  of  Refulation  A as  adaiaistered  br  the  Securities  and 
SWhange  Commission.  Effective  regulation  will  be  defined  as  regu- 
lation which  provides  the  private  Investor  in  small  issues  with 
complete  and  accurate  disclosures  relating  to  the  securi^  being 


If  investigation  reveals  that  a difference  edsts  between  the 
accuraojr  of  information  presented  in  the  case  of  exempted  Issuea  and 


that  presented  in  the  case  of  larger  registered  issuee.  it  will  then 
be  a further  purpose  of  this  investigatioo  to  suggest  changes  in  the 


The  method  of  Injulry  Incoiporutod  herein  ie  basically  inductive 
In  nature.  That  ie  to  sap,  conclusions  relating  to  tbe  effectivenees 
xpcdoiol  SecuritleB  Act  of  1933,  ae  amended  August  ao.  196b. 


rejp;tlAtlor 


ApptBlU  in. 


egulatoi7 


vhetlier  or  not  ttiseo  c&oea  differ  slgnificaaU;  frsa  the  t?  eaeee 
Involved  in  pubUe  heiiinss.  On  the  basie  of  all  daU  soUected, 


the  effectiveneas  of  federal  regulation  of  ozeopted  iesuers  vill  be 
fudged,  and  if  dofioiencies  in  regulation  are  revealed,  changoa  in 
that  regulabon  viU  be  auggested. 


Seuurltles  geaulatlon  - The  IW  let 
although  the  scope  of  this  paper  is  Ilsdted  to  but  a 


the  greater  universe  of  Federal  Secutitiee  BegulaUon  are  ra)ulrad  in 
order  to  place  the  aaln  topio  of  inguii;  in  its  proper  parspaotiva, 
Tho  Securities  lot  of  1933  did  not  represent  the  first  attospt 
at  soeuriUes  regulabon  in  the  United  States.  SUts  regulaUon  of 
seeuiiUes  proooded  this  national  act  Iff  as  nuch  as  7?  years.  The 


State  of  California  had  fbAidden  the  purebaee  of  aecnrltiee  on 
nargin  as  early  as  while  a eonprehenslvs  regulatoiy  systea  had 
been  in  Eansaa  by  1911.'*  Regardless  of  the  extent  of  such  regulation, 


fraudulent  securities  sales  and  nanipulations  whiob  were  Interstate 
in  character.  Legally,  euch  control  rajulrod  a federal  regulatory 


Uttle. 


tba  1933  Act,  Hovcv»r.  did  not  ulea  ai  prnentiv*  legiilatlos 
to  fill  this  theoretical  regulate ly  Taouun,  It  aroaa  father  aa  reno- 
dlal  legialaUan  oade  naoasssiy  I7  tha  procUoal  urch  of  avanta 
praoedent  to  and  ipdnediataly  foUoving  tha  atooh  nazdeat  aaceaaaa  of 
tha  lata  1920'e  and  earl;  1930'e. 


The  key  to  an  appraciation  of  tha  develoinept  of  federal  regola* 
tion  Ilea  in  an  underataoding  of  the  fact  that  thie  regulation  vae  a 
reaction  to  certain  erenta  of  national  scope  and  inpact,  1 brief 


Increased  free  3A  blllios  dollars  to  over  7 hUUoa  dollars.  la  tluit 


vlth  these  developoeBts.  txedljig  on  the  Hoor  of  the  Keir  fork  &cehaage 


reached  heretofore  uaprecedeated 


■ ftTs  MiUlnn  ehare 


heavy  trading  days. 


Srewlnn  involTenent 


possihle  fantastic  individual  gains.  The  Federal  Baserve's  aetivltieSi 


the  buying  pressure  In  this  highly  speculative  DSiket. 


The  bacinnlnsa  of  eellanae 

In  .Tune  of  1929.  unnoticed  ty  sons  and  discounted  by  othera.  the 
national  indices  of  productiva  activity— eteel  production,  freight 
car  loadings,  and  the  like— had  turned  doun.^^  The  esuntiy,  however, 
vas  assured  that  the  fundanental  bulk  of  econoaic  activity  wae  sound. 

attained  a new  "plateau"  of  high  values  fron  which  a retreat  would  be 


Board  of  Governors  of  the  Meral  Reserve  Systen.  1967)  p.  11. 
^^Galbraith,  p.  111. 


unlikely  Aad  unwarranted.  Tke  ohaixvao  of  tbe  ketlonal  City  Bank, 
Charles  E.  Hitehell,  only  two  days  prior  to  the  groat  crash,  ooe 
'I  know  of  nothing  fundanontally  wrong  with  tho  stock  narket  or  with 
the  underlying  business  and  credit  structure.*^  In  spite  of  such 

1929,  a downward  spiral  in  securities  prioes  began  and  did  not  find 


borTOWinga  of  individuals  entered  the  capital  narkets  in  unpreceden 
anounts  causing  security  prices  to  rise  alaoet  daily.  In  an  auetion 
aarkat,  thia  prloe  phononenon  is  easily  underetcod,  but  what  dafies 


noisal  assuoptdon  that  invastcoent  action  ty  indlvlduala  and  ioetitu- 
tione  ia  predicated  upon  the  study  of  reliable  and  useful  inlbroati' 
vtalch  gives  rise  to  insights  couemlng  tho  anticipated  behavior  of 
socuritlos  prices  appeared  to  be  inoperative.  Daring  the  late  1920* 


fluctuated  alsost  randonly  from  day  to  day.  Buy  and  aell  decisions 


predicted  price  noveoants,  theoLsalvoa  unrelated  to  any  underlying 
earnings  value. 

llFredrio  Lewie  alien.  Only  Yesterday.  3rd  edition,  (Hew  Toilc! 
Harper  end  Row,  196b)  p.  269. 


TilBLS 


UUSTKAHVE  PBESE  jlPFfiESIAnOHS  AVD  DECLDiS 
192S  ■ 1929 


&9B«ral  Kotorg 

New  yoric  Central 
Radio 

Union  Caitdda  i 
Caiton 

United  Statea  Steel 


Oponlng  Adjuatad 


77  lai  7/8 


179  1/2  335  5/8 

54  1/2  142 

128  3/4  394  1/4 

139  3/4  181  7/8 

132  3/4  446  1/2 

160  1/2  256  3/6 

94  1/2  505 

145  , 413  5/8 

138  1/8  279  1/8 

915/8  313 

BO  3/4  251 

81  3/4  .203  5/8 


197  1/4 
70 

168  1/8 
36 

49  1/4 
160 


150 

102  5/6 
52  1/4 
50  1/4 


Source:  F.  1.  Allen,  Only  YeaterdaT  (Haw  Yeiki  Sarper  and  Row, 
1957).  p.  337.  2nd  edition. 


(2) 


arttX  apeculAti^ 


iBarleaa 


esvidoned 
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resti^nt  among  invostora»  It  vaa  poatulatod  that  auoh  rastralnt  im 
conjunction  vlth  tha  hnovladga  pnvlded  full  dlaeloanra  uould 
function  to  prevent  speeulatlonal  excagaeg  \ij  Inveetors  ganeralljr. 

It  was  Douglas'a  pldlaaophy  vtileb  uaa  Infuaed  expUclUjr  and 
Implicitly  Into  the  Securltlaa  let  of  1933.  Explicitly,  the  ict  re> 

and  non-flnanclal  dlaeloauraa.  Implicitly.  If  auoh  dlicloaure  la  to 


Import  In  tha  face  of  raa^ant  apeculatlcn. 


Purwao  of  tho  1933 

Tha  preamble  to  the  1933  lot  mahea  Ita  purpoaa  clear-  It  atataa 

dlaclocure  of  tha  character  of  aacuritles  add  io  interstate  and 
foralga  comaarca  and  through  the  mpila.  and  to  pravant  frauda  In  tha 
sale  thereof.  Tha  aot  ia  than  daalpad  primarily  to  require  that 
prospective  Inveators  receive  reliable  financial  Information  relating 
to  new  securltlaa  offered  fbr  sale  In  interstate  cosaarce- 

Xn  establishing  the  Securities  and  Scebange  Coomrlasion  as  s 
regulatory  sgeoey  to  Isgloment  tho  purposee  and  goala  of  the  Act.  tho 
Congress  delegated  to  the  Commlsalon  extensive  rule  maldng  povere. 

The  CoDissloni  In  evolving  Its  rulea  and  regulations,  has  refined 
and  expmrided  the  concept  of  diseloaure  in  accordance  vith  the  goal 
of  the  1933  lot. 

iJFcdecsl  Seeurittos  Aot  of  1933- 


Pnd«r  th»  8»curim 


The  registratian  preoesa  itselT  iaaelTee  little  i 
tensive  dlaclosure  of  apecifled  Infoxmatlan  V the  rei 

merit  of  the  securities  being  offered,  but  only  to  ioj 
sufficient  iofoneboa  is  made  available  uithla  the  pi 


ihe  legal  responsibility  of  all  vbo  sign  the  regls- 
mt  and  of  those  uho  are  oigaged  in  the  distrlbubon 
oeuraey  of  financial  statements  suet  be  further  auh> 


,ed  public  aaoouatants  v1 


invesbgations  of  registrants'  filings  vban  the  facts  varrunt  suoh 
acbon.  Should  this  invsebgabon  deteinine  that  the  pending  regie- 
tiabon  statement  Bakes  inadequate  disclosure  and  in  so  doing 
represents  an  attmpt  to  defraud  the  public,  the  rules  of  the 
Conisslon  provide  for  the  issuance  of  a stop  order  which  ouapends 
the  normal  registraUon  procedures  In  favor  of  admlnistratiTe  hearings. 
If  such  hearings  confirm  the  Commission's  original  susjbeioni  the 
Office  of  the  General  Counoil,  in  oortjunebon  with  the  JusUee 


15 

sovere  penaltias  tbr  violation  at  discloaura  raqulrasBants  b7  t^a  tlxv 

(5)  the  individual  Uabillt7  for  Ua  trutb  of  stataaota  aada 
in  tba  prospactua  undertalcan  ^ all  tba  partiaa  tharato* 

Cnraglrterad  WUneai  Rarulaaon  A 

saeuritias  marlcots  in  its  saareh  for  additional  capital  aay  ba 
exmptad  fioa  tba  nonal  reglatntlon  pnoaaa  alacting  to  fila 
ita  pcopoaed  offaring  under  tba  axeeption  provided  bf  Saction  3b  of 

eodiflad  tba  Secoritias  and  ficchanga  Comsia^n  uz^ar  the  zvlaa  of 
Regulation  1.  In  order  to  aacura  such  an  ezanption,  iaauara  aaalcing 

baaia  nuat  file  with  tha  Saourltiea  and  Rxebange  Coniaaion  certain 


exasption  of  tbe  Sacuritlaa  let  of  1933-  (Refaranoa  to  ippendix  IX 
viU  abow  tbeaa  fortia  to  ba  a FOm  l.A  liotiHoaUon  and  a Schedule  I 


nine  regional  ofCicae  of  tha  Conmiaaioa.  The  gaogra^oal  area  in 


Tha  re^onal  ofUca  then  notifiea 


any  bar 


16 


issuer.  Reference  ts  Axle  252  of  Ragulatioo  i eonteined  in  ippeodiz 


m uiU  reveal  the  various  oirouBstancee  in  vtich  the  exwptios  fr» 
re^etration  would  be  unavailable  to  an  issuer* 

Durinc  > ten-da^  waiting  period  between  the  filing  of  the  hot!* 


ficatlon  Fbns  and  the  firet  legal  sales  of  the  securities,  the  regioo- 
al  office  studies  the  filed  saterial  and.  when  neeessai;,  oorrespoods 


with  the  issuer  is  reference  to  ar?  subAtted  oatezial  which  is  unclear. 


the  sales  effort  t?  the  issuer  map  iimediatelp  follow  this  ten^ap 
waiting  period.  Sveip  six  months  or  upon  completion  of  the  sales 
effort,  the  issuer  files  a Report  of  Salas  on  Form  2*.i  with  the  regional 
office,  i coiv  of  ^a  fora  will  also  be  found  in  ippendiz  II.  Upon 
the  final  filing  of  this  latter  fora,  the  issuer's  reporting  reepon- 
sibilities  are  complete. 


1.  1962,  through  Hap  31,  1966, 


the  COEOnds^on  held  27  lengthy  edfidnietrBtdve  pioeeedlnes  r^hUsg  to 
63  peroent  of  those  proceedings  Involved  violatlone  of  Segulhtlon 


and  the  Conleidan's  Washington  headquarters. 

From  the  point  of  vlev  of  the  pvAUe  Investor,  ejcempted  lasues  of 


such  Investors,  It  Is  of 
the  availability  of  adeqi 


&gulatlo 

1250,000 


point  of  view  of  the  Issuer,  tbs  oxstpUon  provided 
Is  ciitloallj  Inportant.  The  typical  offerlog  Is  la  the 


lOO  respeetlvoly.-"  In  all  likelihood. 
Its  initial  growth  exhausted  the  peraoiu 
d oan  find  little  oredit  available  at  t] 


local  bank.  Therefore,  the  firm's  continued . growth  and  survival  hinga 
largely  on  an  infusloa  of  new  equity  oapilal,  1 auocoasful  salo  of 


exempted  securitlee  under  Begulatloo  i i 
likely  source  of  such  additional  equity 
iTS'^^ta.e  and  rvrhvnv.  ffc-H 
the  years  1952-19^'*)  Naiinbon:  U.  S. 

1967^  p.  V. 


Peclslens  and  Reoorta  (for 
cvernment  Printing  Offlee. 


^Daniel  Ounjlan, 
Res  a Harket  (Bostoni  i 


Fede^  ilaserve  Bank  of  Bostoa?°19«)* 


ans-lhe 


1IIIK3ER  iUffi  VOIUHS  Of  iGCUUSON  jl  FUlBffi 


nual  Racorta 


Esgul^tlc 


based  on  lectors  other  than  their  annual  aggrepte  dollar  TOlune  ae 
cc&pared  to  the  annual  dollar  Tolujte  of  all  new  security  Isiusa-  Za 
response  to  the  Inportanee  of  such  eztfspted  offerings,  this  paper  will 
assess  the  effeetlTeness  of  otirrent  regulation  in  this  area, 

regulation  of  issues  exmptod  ux^er  Regulation  A*  Cbspter  d will 
spedficaUy  consider  the  Offering  Circular  Fom  used  in  the  exs&ptlon 
process  and  present  docuaentatlon  of  violations  of  tha  discleeure 
demands  of  this  fom  ^ exapted  issuors,^^  Chapter  IV  will  present 
sisilar  infcroatlan  relative  to  tha  Notification  Foin,  Chapter  V 
will  present  data  related  to  the  outstanding  chaieeteristios  of 
issuers  who  violatsd  ths  disclosure  requirements  Of  Regulation  A,  A 
statistical  sumnaty  of  all  nolatioos  of  Regulation  A which  vers 
brought  to  light  in  ;pihllc  bsaiinga  pertaining  to  these  issuers  will 
also  be  prsssntsd  In  this  chapter.  On  tha  basia  of  analysts  contained 
in  preceding  ehaptare,  tbs  sixth  and  final  chapter  will  contain  ths 
author's  codoIusIods  and  reromnienjatlone  relating  to  current  regula- 
tory praetiees  in  ths  area  of  exempted  securities  issues  filed  under 
Regulation  A. 


All 


CHAPTSRn 


asIDS  XSO  OEVadFKEVt  OF  SECDLATIOtl  A 

In  oHar  to  plaoa  ourrant  Raeulntlon  A pxaotiaaa,  pnoaduras, 
anj  riilas  in  a proper  perspactlre  for  evaluation,  it  is  first  naoes- 
Biry  to  understand  tbs  course  of  devalopDant  vdiab  has  led  to  tba 
evoluUon  of  the  regulation  in  its  Present  fore.  Ihe  puiposa  of  this 
chapter  is  to  highlight  each  significant  etage  In  tba  daralogaiaotal 

Ihere  aAst  ounorous  methods  by  which  this  task  could  be  iudar> 
taken.  However,  the  most  useful  and  oomprehenslvo  involves  the  study 
of  the  Congressional  hearings  which  preceded  each  importsuit  change  in 
the  structure  of  Bogulation  1.  Such  an  SHitoaoh  prtPVides.  for  eaeh 
proposed  alteration  in  the  regulation,  an  opportunity  for  the  relation 
and  evaluation  of  testUnony  given  hy  both  the  prepoaeats  and  opponents 
of  the  proposed  change.  This  approach  also  provides  a useful  logls. 
laUve  background  on  the  basis  of  which  the  pracUoallty  of  tny 
suggested  changes  in  the  regulatton  mad.  hy  the  author  nay  be  Judged. 

History  of  Parulatinn  A 

In  193h,  the  first  amual  report  made  ly  the  deourltles  and  Ex- 
change ConUsslon  to  the  Congress  was  published.  The  report  reUted 
that  a procedure  had  been  osUlOlahed  ty  the  Cocnisston  wherety  a are 
was  enabled  to  make  a public  offering  of  seeurlttoe  exnpted  from 
reglrtraUOB  in  aoooidancs  with  the  then  existing  JlOO.OOO  UmiUUon 

29 


imposoi  ttr  Section  3b  of  the  1$33  Act.  Tbis  pracedure  was  deAsneted 
as  Regulation  A of  the  CoDslBAon'e  General  Rules  and  Regulations* 

In  order  to  exclude  certain  tjfet  of  security  offerings  froa  the 
Regulation  A filing  procedure,  RegulaUons  B . t were  insUtutsd  in 
193S*  Specifically,  these  latter  regulations  vere  special  provisions 
relating  to  the  sale  of  oU  and  gas  rights.  Sales  of  fractional  unil. 
vided  interests  In  oil  and  gas  rights  retained  an  exeopted  status  as 
provided  for  In  the  general  3b  ezeapUon,  taut  filing  ftar  thAr  eale 
was  to  tae  made  in  acodrdance  with  tha  proviAona  of  Regulation  B. 

The  rmining  Regulations  C • T »ere  nade  applicable  to  the  legally 
exaapted  salea  of  interests  in  oil  royalty  trusts* 

At  the  sane  time,  the  Coandsaion  provided  for  abbreviated  filing 
procedures  by  certain  issuers  offering  securitlea  under  the  provlAons 
of  Regulation  A.  Aile  210  of  the  General  Riles  and  Regulations  of  the 
GoBSlsAon  vas  adopted  fbr  this  pur?oso.  The  rule  provided  that  ttaae 
issuers  which  complied  with  the  Blue  Siiy  Laws  In  the  states  la  which 
seeurlty  sales  were  to  be  mads  and  which  qualified  fbr  and  desired  to 
nake  public  offerings  under  Regulation  A need  only  Ole  with  tbs 
ComieAon  a letter  of  notification  of  the  impending  sale  and  a 

requirments  subsequently  evolved  into  the  fbjm  1^  HoUfioatton  and 
the  Schedule  I Offering  Circular  Fbns  whleh  are  included  In  Appendix  n* 

^l.Congrasno^  Heaiinse  on  Certain  Pronosed  Chances  in  the  Seeurt. 

Curing  the  period  1933  to  19‘H.  the  Securities  Act  of  1933  rewiaed 
baAcally  unchanged.  Thie  period  of  tine,  however,  provided  the 
CoDsisAon  and  the  aeouritles  induAry  with  valuable  opermtional 
expertaaca  under  tha  provisions  of  the  1933  *ot.  Ae  a result  of  this 


position  takoa 


and  Suchuge 


tostiooiv  vhlcb  iniicatod  that  a aabstantial  increasa  in  tha  eixe  of 
tha  Sactios  3b  axoopttoa  was  in  tha  best  interest  of  all  tha  parUas 


Kr«  Axtbur  Davis*  speahina  in  behalf  of  the  Invastaent  Bankers 
association,  tastitiail  that  'Thera  oan  be  no  question  that  the  ragis- 


issuas.'^ 


Awog  the  deterrents  to  neu  financing  caused  tha  registration 


proeeas,  Kr.  Davis  specilicaily  Bentionad  the  cost  of  registration. 


delays  in  tha  registraUoo  piooass,  and  finally  the  fears  of  llabUl- 
ties  iaposad  under  the  1933  Act  for  vialaUons  of  the  deBands  of  the 


to  proceed  undisturbed  by  tha  ritual  of  re^stratlon. 


daiaandad  ^ tha  1933  Act.  In  short,  aznptian  froa  registration  va 


~51bid..  p.  60> 

Davis's  tastlnogy  did  not  iscluls  any  spedfio  coat  estinataa. 


TemroT'v  bv  Mr.  A..L.  Undon  of  th«  InT«atMnt  Btnkara  Agaocli. 
tton.— ath  special  reteranee  to  the  costs  of  Sagulstion  1 filings  usi 

rents  to  nev  ccrpcrats  financing  Hr.  Davis.  Hr.  i.  L.  Lanjon.  also 
representing  tbs  Inves^ent  Sanksrs  Assooiation.  estimated  that  filing 
costs  for  exanptsd  issues  vere  between  $15,DOO  ai^  $20.(>00.  In  terms 

tivelj'  Ugb.  These  same  costs,  however,  could  become  reasonable  when 
spread  over  a $500,000  exempted  offering.  This  latter  cost  of  $15,000 
to  $20,000  included  filing  ohargss,  legal  fees,  printing  expenses, 


and  a cost  factor  representing  compensation 
filing  process  made  on  nanagnent's  time 


In  response  to  Kr.  Landon's  testiwn/,  the  Comiesion  agre^  that 
flotation  costs  as  thep  related  to  oall  Issues  were  high,  but  this 


had  shown  a steep  deollne  in  the  years  1933-1940. 

Coolsslon  pointed  out  that  the  highest  peresnUge  of 
was  net  attributahla  to  the  registration  or  filing  pro 


t'Sue  to  the  fixed  nature  of  some  flotation  costs 


flotation  costs 


■CUBLSm 


iwimos  costs  fSR  $100  of  SEcumnss  offered  k>b  case 


1935 

1936 

1937 
1933 
1939 


1941 


3.90 

3.90 


3.5« 

3.60 

3.00 


Souico!  United  State:  Congress,  House,  Conalttoe  on  Interstate 
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>«su7itles  and  &cehanga  CobAm] 
Total  sxpussf 


.raged  16.2?5^)-. 
't  noUtion— 


Sourcei  United  S 
Aeta^f  llll 


?SuCon^e 


isa.  House,  Uomnlttea  on  Interstate 
PeaMsa^  to  teend  the  Seonrltl.. 
se.SaeoDd  Seedoo,  Part  I.  19tl, 


of  unnslstored  oKOriUas.  (F«r  usapls.  under  tbs  $100,000  llrt- 

vaitins  periods  between  iesuee  in  order  to  sell  e total  of  $1,000,000 
of  unregistered  securities.  Under  a $500,000  exemption,  two  iseues, 


abort  tine,  and  the  geal  ef  a $1,000,000  unregiatered  issue  achieved.) 

(0)  From  tbs  point  of  view  of  anfOroenant,  actions  under  tbs 
1953  Act,  the  small  issue  area  of  $109,000  • $500,004  involved  tba 


(5)  Finally,  the  position  taken  bp  the  securities  industry  in 

had  as  its  primary  purpose  not  the  punishment  of  fraud,  but  rather 
its  preveition  through  registration  and  diaclcsure. 


il-Haarlngs  relatlni  to  proposed  cl 


ccntemplated  ohanges 


held 


i«tiiar  tbaa 


S:r  jgj'r  g'Si-  ^ S" . 


ii  i II  ii  i 1 


sii  ii  01  il  11 

cort  6.6!#  5.4W  6.95*  6.EOjl  5.72* 


Shi  ii  li  ii  li 


‘*-s^ 


or  19J3. 


etantlatod 


protflslioD  pro- 


vided \sy  diooloeure  fUee  in  the  fase  of  the  intent  of  Congreea  whan 
tlie  1933  Aot  uae  fozvulated.  On  this  basia  alone,  Uie  proposed  in- 


than  $300,000  vaa  an  exeaplary  one.  The  facts  were  that  the  incidence 
of  fraud  in  the  sales  of  such  issues  vas  relatively  high,  ha  was 


orders  Issued  hy  the  Connlasion  relating  to  registered  issues  of 
$$00,000  and  less  was  120  of  a total  of  Z06  such  orders  issued 
during  the  period  193t  - 1901.  If  the  record  of  such  issues  was 


judged  on  the  basis  of  the  nuaber  of  fraud  investigations  Uunohsd 


that  365  of  984  suoh  Uquiries  ooneemed  new  issuas  of  seouriUea 
whose  aggregate  value  vas  lesa  than  $$00,000,^^ 


convictions  or  indictnents  for  erinlrutl  acta  relating  to  the  sales 


of  now  securities  issues.  Of  this  total.  8?  peresat  were  relatal  to 
issues  of  $500,000  or  leae.^'*  It  would  appear  that  on  the  baeis  of 


this  evidence,  amall  offerings  of  securities 
tainly  not  less  policing  hr  the  Commission. 


H_s_ecwtlef  Acts  of  joii  and  loih.  , 

^bld..  p.  46?. 


,f  tho  mi  VMrtnF. 


The  Congressioiial  Kearlsge  which  ware  eoncluied  in  19'»1  had  ns 


Vaodenhurg  Aoendmant  to  the  Seaurlties  Act  of  1933* 

The  aiandnent  piovlded  for  an  ineresaa  fros  $100,000  to  $300,000 


3b.  In  hccoidanoe  with  this  actlOD.  hegclatlon  1 vna  aodlTied  to 
Inoorporate  this  new  $300,000  ceiling. 


.n  January  of  1932,  hearings  relating  to  piopoaac 


ty  the  SubcoBmittee  of  the  Coiucittee  on  Interstate  az^  Foreign 
CoiDierce  of  the  Souse  of  BapresentatiTes.  nieae  ptbpoeals,  like 


tna  registration  piooided  Section  3b.^^  Bouerar,  in  this  instance, 
the  Cosaisslon  op^eed  aior  increase  above  the  ousting  level  of 


$300,000. 


iSSaierenee  to  TaUe  I of  Chapter  I wiU  show  that,  foUcviag 
the  change,  Segulation  A notilicatione  more  tzmr  doubled. 

which,  like^'sKbSW  and^RSSO?  in  19!*1,  would  hav”rai^ 
exacptlon  lU«lt  to  $500,000  and  $1,000,000  respectively. 


»f  thg  S«eurtUM  tnd  Enh»nf« 


In  a bri^f  intnductoi?  stftteaant.  Hr.  Bariy  HcDoiuId,  th» 
cbairoan  of  tho  Socoritlod  and  Change  CoonLosloa,  outllnod  tbe 


position  of  tho  Securitios  and  Exchanga  Coonisaion  rolativo  to  tho 


sold  undor  the  proTlsionn  of  Rogolotion  a.  The  ConDisdoaar  iuU- 
cated  that  the  only  affectlTe  regulation  of  such  issues  occurred  at 


to  affording  the  investor  hotter  protection  in  this  area  "... 
haoause  the  individual  investor,  the  ^all  investor,  generalljr  gets 
taken  in  these  suiatl  offeilnga.'^^ 

Hr.  Heller  then  focused  attention  on  three  other  aspects  of  Itegu- 
lation  1 filings.  His  first  inquiry  related  to  the  adequa^  of  the 


replied,  saying,  'No.  I think  they  vould  daand 
tyurited  States  Congress,  House,  Cccnaittee  o 

Hr.  KcDonald  provided  no  data  is  support  of  this 
^bid..  p.  M. 


Tontlng 


problaa  of  foUowlag  up 


it  noUAeaUo 


tad  been  unsucoeseful  in  following  up  the  resulte  of  offeringg  code 
under  the  3b  exmption*^^  In  this  regard*  Coomlsaloner  HcDonald 
stated.  "We  do  not  hOTe  a good  follow  up.  I do  not  think  our  superw 
visioii  over  Regulation  1 fillnga  and  sales  is  what  it  sbould  ba.'^ 
nie  dieoussion  then  turned  toward  a eonsidaratlan  of  Regulation 
a financial  statenont  rehuirunaits.  Bo  such  statetBonts  at  that  tiae 

no  instance  was  a certified  financial  atatoaent  required  of  ai^ 
prospeetlTe  issuer.  Kr.  Heller  inquired  if  it  were  Mr.  HoDonald'e 
slew  that  certified  stateanta  should  be  required.  In  repljr.  the 
COEsaissioner  said.  *1  certainly  do  because  today,  certified  state- 


absence  could  have  something  to  do  with  the  large  number  of  bank- 
ruptcies of  Regulation  i corporations.  Cosmls^onar  Ho  Donald  main- 
tainod  that  eertifled  statements  "...  would  help  to  protect  the 


statmaent  with  any  raferenca  to  the  spedflD  nunbar  of  bankruptdes 


Kr.  JoCTPh  Ban«  for  th«  3»curm«a  »»)  Srehtiurt 


CoFjlsslon 

Mr»  Eeller's  contimilng  iat«rofit  in  the  regulation  of  seeurltlae 


QlTision  of  Corpoistisn  iFinance.  Be  dlscossad  the  iasue 


exexption  with  Kr.  Keller  at  length.  Be,  Kr.  Bane,  initially 
cated  that  > to  iqr  knowledge,  that  regulation  baa  bean  a bone 


dlroetora  and  pronotara,  where  the  aeouilty  la  to  be  aold  and  whan. 
Aiv  caHEpariaon  between  it  and  Form  S>1  uaed  in  the  ragiatntien 
pioooaa  '.  . . ia  like  eonparing  day  with  night.'*^ 

Kr.  Bane  alao  teatified  that,  in  addition  to  the  aoanty  die- 
oloaure  whioh  exiated  under  current  Regulation  A procedurea.  there 
waa  Uttla  evaluation  at  the  Vaahington.  B.  C.  headquartera  of  the 
Coonaiaaion  of  even  the  amount  of  inforaation  which  waa  pre- 

aentad  ty  the  proapeetive  iaauera  of  exanptod  aecuilUaa.  The  unit 
of  the  Washington  oflioe  responsible  for  handling  Regulation  A work 
had  only  seven  aployaaa,  and  their  otd.af  reaponsibiliV.  according 
to  Kr.  Bane,  was  to  saintaln  a central  Ole  and  to  oooidinale  tbe 


kiibld-  p.  b39. 
»lbld..  p.  hW. 
^?lbid..  p.  ¥f0. 


relating  to  Regulation  A filing  at  the 


'*3 

Igsarorg  iy  Hr.  4.  Cota  fpr  t)i«  a«untiM  and  r — 

Slnea  it  appeared,  en  the  baala  of  prior  teatiiMny.  that  ary 
lEoaiiln^ful  reculatioa  by  the  CotBlMioa  of  axnptod  securities  filed 
under  Regulation  A took  pUco  at  the  regional  leral,  the  suboonnittee 

and  Exchange  Comisslon'a  offioe  located  in  Senver,  Colorado,  for 
attomqra,  seven  accountante,  and  a sin^e  Bining  on^neer.  The 


2?In  light  of  05-  cim  Mperlonee  with  tt.  Cosoiaoion.  this  WO 


Stearltlaa  wd 
t MMmtaa  l«»u< 


While  'the  Coneressionel  Beulhgs  of  1941  were  prlBarll)r  coneenied 
with  the  d1»]  of  the  Section  3b  exemption  end  the  ooste  of  regl^ 
tretion  for  smeller  iesuee,  the  1932  besrlnge  were  characterized  b? 
an  att«a^  to  assess  the  adeqnaoy  of  the  regulation  of  these 


change  Coamiaslon  pointed  up  the  fact  that  meaningful  regulatloo  in 

then  edst.  The  reasons  elTen  ihr  this  deficiency  In  regulation  werei 

(1)  a lack  of  resources  evallable  to  oommlt  to  the  regulatoiy 

(2)  a filing  proeednre  for  such  issuee  wUeb  vaa  cbaraatarised 
by  limited  disclosure  and  the  presentation  of  no  meaningful  and 
oredible  financial  information  rolatlro  to  the  filing  fin:  and 

(3)  the  lack  of  a quick  and  afficiont  administrative  procedure 
to  prevent  the  sale  of  auspect  offazlngs* 


rf  Congresslohal  9i 


vith  its  rule  Baling  powers,  introduced  ihn.B  2hl  embodying  the  pro* 
vision  for  Uio  tomporaiy  suspension  order  described  in  Chapter  1.^ 
^bsee  Appendix  m. 


oadft  under  Resulatia 


upacl&U;  slsnlfiCAnt  and 


n to  Incrwat  tha 


Subsequent  to  the  changes  in  rules  and  piooadures  relating  to 
Begulation  A which  were  Bade  in  1953.  the  ConiBslon.  in  1954.  pro- 
posed that  the  exaaption  froB  registration  piovidod  by  Section  3b 


tha  CoBission  was  that  the  introduction  of  Ihile  2^  provided  a 


new  lerel  of  security  to  inuasiora  in  exeapted  iaaues  azsi  that  an 
increase  In  tha  site  of  the  exoption  to  $590,000  was  now  warranted. 
The  Conaittee  on  Interstate  and  foreign  Comorce.  howawer,  did  not 
see  fit  to  initiate  a favorable  report  on  tie  CossBlaBioo's  proposal, 


The  Bonnett  Proaosal 


creased,  Representative  Bennett  of  iliehlean,  in  1955,  sponsored  a 
bill,  HR5701,  which  called  for  a repeal  of  Section  3b  on  the  grounds 

the  investing  public.^  Having  failed  to  generate  snflicient  su^rt 


another  bill,  Hn319.  which  bill  called  for  en  extenslan  of  tbe  civil 


^^The  rationale  of  the  Cossoittee  will  be  Bade  clear  when  the 

y*lt  will  be  recalled  that  the  uranioa  stock  beoB  was  ongoing  at 
this  Urns,  and  nany  such  issues  had  been  floated  under  Reguletien  1. 


Ono  problem  in  this  area  la  to  detect  as  quickly  as 
pcsaibla  those  minga  which  are  sobaaes  to  obtain  so- 
called  "front  money"  to  line  the  pockets  of  the  proaoters 
rather  than  to  obtain  funds  fbr  the  oonduot  of  bona 
fide  business.  Another  problem  is  to  detect  those 
offerings  under  the  regulation  which  are  sold  without 
the  use  of  the  required  offering  circular,  but  rather 
are  sold  Iv  false  and  misleading  sales  talk  by  high 
pressure  salesm  often  operaUng  out  of  "boiler  rooms. 


oi'^un’’*^''^  ^°°^^***  ^''^"’•sUte  and  Toreign  eomaeroe 

In  June  of  193d,  the  Committss  on  Interstate  eod  Poreiga 
Commerce  of  the  Bouse  of  Bepresentatives  convened  fomal  hearings 
in  order  to  take  testimoiy  on  a bill  numbered  HBS319  which  was  then 
under  consideratiaD  t7  that  Committee,  This  bill  provided  that 
Section  3b  of  the  Securities  Act  of  1933  be  amenSed  in  order  to 


37ibid. 


be  extension  of  the  civil  liahilities  imposed  by 
the  1933  Aot  into  the  area  of  securities  issues 
registration.  Ssction  11  states.  In  part,  that  the 

ties  and  Btohnr.ge  Commission,  22rd  Annual  Racort  (for 
i June  30,  195«)  p.  17.  

p.  la. 


sscurttia 


«q>ted  seoorlUes  since  the  lloUtion  ot  tliaee  seeuriUes  invclTsd  no 
resistratiss  sUt«aent.  If,  boveaar,  aueb  filings  vers  deemed  to  be 
rertstered  even  though  the  rojletration  vould  be  ibbrevlated.  then 
Section  U vould  apply  to  offerings  nade  under  the  provisions  of 
ftagulation  1. 


of  **«  iaertean  Stock 


emmu  and  Bwhan»»  CorHalan 


Tha  Comolsalon  opposed  the  sdsption  of  HS9319  taking  the  ccsltlea 


In  Ueu  of  supporting  HR9319.  the  Csmlsslen  favored  another 
current  proposal,  ERU.30S.  This  bill  provided  that  Section  11  lia> 


officers  and  directors  of  the  issuer  arA  than  snip  for  ‘actual 
Blsconduot  or  had  faith.'  He  proposed  enaotoant  of  HKOJia  reprfc 


Sucsarf  of  the  Consresalepa  Heatlncs  of  19S4 

It  would  appear  that  the  confUct  between  H?9319  aal  HRU3C8 

relationship  between  an  issuer's  officers  and  dlreetors  atd  the  public 
invQstor,  whereas  HI&13C6  viewed  this  relationsfaip  sore  narrowljr  and, 
consequently,  provided  protection  only  against  aalfaasanoe.  HB9319 
required,  in  addition,  that  enperts.  euch  as  attorneys,  geologists, 
and  the  liks,  evidenoe  a sense  of  public  responsibility  regardless  of 
the  site  or  status  of  the  issue  in  question.  BRLLJOS  in  avoiding  any 
mention  of  the  respcnsibillty  of  experts,  sesaed  to  adait  to  a dual 


this  aroik.  Tbis  Rdiuq  bUl,  E85001,  laeludad  tba  inerraaad  axo^tion 


(b)  The  Coodssioa  »ey  from  time  to  time  hy 

s s£5s53S;HS^?:S  isf i 
s s%xs:.r 


portion  Indluton  cbansos  oallsd  for  iiy  HISOOl. 


oBlttod:  undorllr 


Sggurltlw  and  Srehjnre  eegrt.rtfyn  h. 


lesuas  at  aecuritiea  without  unraaaanabla  impadinanta  to  tha 

raiatng  of  equit7  and  othor  oapital  by  aDoUar  buainaaa  antarpriaas.*^^ 
5-— .r/  of  the  terttnoty  of  otha-.jrttareatad  atrtlaa  In  rafai^ 
once  to  HMOOl.—aagraaentativea  of  the  MationaX  Isaoclatlon  of 

othera  gave  quallfiad  support  to  the  prarlstons  of  HfIjOOl.  However, 
they  ware  unasiinous  In  their  objections  to  SacUon  5 of  the  Mll- 


(1)  Section  ^ was  unnecessary  since  there  already  azlated 
other  adequate  safeguards  for  investors  in  exen^ted  issues,^ 

(2)  iny  ejctention  of  liabiUties  would  rtqulre  Incrsasad  inves* 
tigction  I7  all  parties  to  the  axeoptad  offering  and  therety  result 
in  an  increase  in  flotation  costs  that  would  further  inhibit  geair 
Issue  financing. 


Sucnanr  of  the  1959  Hearings 

Since  tha  anactnent  of  extsnsiva  rule  changes  in  1952,  the 


registration  parnittod  under  SecUon  3b  of  the  1933  dot.  Proposals 


hr  the  Coanission  in  1952.  195h,  a 


£!y  the  tins 


‘*?Ibld..  p.  146. 

‘‘^Thoaa  safeguards  eslstent  under  Sections  12  and  1?  of  ths 


‘^^Sse  Securities  and 
p.  3i  (195^)  p.  5!  (1957) 


60 


In  additlan  to  ths  growing  enforoment  dimcultlos  and  Ineroaaod 
nunbar  of  fUlngo  in  this  area,  raforeace  to  Chart  III  will  reveal 
that  the  niinbor  of  field  or  regional  ofRca  pareonnel  who  hai^le 


Regulation  1 fiUage  and  ^Ueo  these  offeiings  before  and  after 
thalr  sale  had  declined  froa  1950  to  1955.^®  In  1958,  a historical 
low  point  was  reached.  In  vlaw  of  the  inportanoa  of  regional  anoi- 
nauon  of  .Regulation  i filings  to  an  acceptable  level  of  investor 


would  appear  to  cast  grave  doubt  on  the  validitjr  of  the  Coasissloner's 
statenent  that  the  laveetor  Intereat  would  be  maintained  despite  an 


Results  of  the  1959  Ceneresntonal  Hearings 

KR59C1,  raported  fevoiebly  by  the  Subconittea  on  Interstate 
and  Foreign  Comsrte,  failed  to  reeeiva  Congressional  attention 
during  the  1959  session,  nor  was  any  hill  relating  to  Section  Jb 
reported  out  of  this  ooaAttee  in  any  subsequent  session.  Is  a 
result  of  the  1959  hearings,  no  changes  in  Ssction  Rb  of  the  Seouiities 
lot  of  1933  or  in  Regulation  1 of  the  Oeneiel  Regulations  of  the 
Seouritles  and  Ihcchange  Conission  were  made*  In  fact,  there  has 
bsen  no  substantive  change  in  allher  Section  Rb  or  Regulation  A from 
1959  up  to  the  present,  and  no  new  Congressional  Heariogs  relating 


REOIUnOK  A HUKOS 


(for 


cEiiKr  n 


SSC^'RITIES  A!0  EXCMKCS  COMKISSIOS  ??BSOS'Sa.' 


stfico  by 


r«t:ional  office  vhere  the  nijor  eelee  effort  will  be  Bade  a Poro 
1*A  f^tiCieaticn  and  Schedule  X Offering  Circular*  The  regional 


AdrAniatrative.CTOCedurea  ef  the  Dleltion  of  Ceraeretion  finance 


Malnistntiv«  piecedurea  for  Rasulation  i filings. 


sdnliilstrstivs  nrocsdarss  fallcwsd  ly  the  rstlonil 


finance,  Branch  of  Snail  Issues,  to  the  regional  offices  is  relatively 
specific,  Qis  aonual  first  identifies  the  intent  of  Regulation  i in 
these  voids:  “The  regulation  is  intended  prinarlly  as  an  anti- 


fiaud  regulation  anj  should  be 


i:3s,euritiee  and  &cohsnge 
the  OdHinistratien  of  Begulatio 


sUgata  Regulation  1 filings 
Lon.  "Rsvlsed  Procedures  for 


ehnlcAl  coapetenc 


at  ftn  axtr&ctlve  anterprisOi  tbft  oxparlaice  ftnd  tw 
at  the  riAnagaiiant  are  fooal  in  d^arffllning  the  Investaant  vorth  of 

Bent’s  qualifications  should  be  oarefuUy  screened  to  insure  adequate 


Current  Wealmeeses  in  the  Structure  and  SdBinlatretlon_of  Remdatlcn  i 
Regulation  A»  in  its  current  fcrUi  retsins  at  least  two  struc> 
tural  and  tvo  adoinlatrative  vcaknesses  which,  in  theeiy,  say  ser- 
iously isjialr  its  rsculatoiy  effectiveness.  In  the  folLoving 
chapters,  it  will  be  detersinsd  if  these  theoretieal  uealsiesBes  have 
been  realiaed  in  practice.  For  the  present,  however,  they  will 
merely  be  listed  with  limited  ooiment. 


Healciesses  of  a structural  nature 

Qisclasure  is  the  kcsnute  item  of  the  Securities  let  of  1933, 
and  in  reference  to  registered  issues,  the  suitsblllty  ani  accuracy 
of  disclosure  is  pamaount.  An  axeaption  from  regiatration  repr^ 


for  nsu  capital.  It  ahould  not.  howevar,  seriously  li^air  the 
protection  fiom  fraud  which  complete  disclosure  should  provide. 
Infbzication  presented  ^ axrapted  issuers  in  rssponee  to  the 


■uctujal  wsataese 


srtified  public 


of  InducinB  ths  plaintiff,  and  (3)  the  plaintiff  mist  justifiably 


These  principles  of  fraud  must  be  ssneehat  altered  vben  applied 


exenipted  security  can  bold  only  the  aaUer  orisinally  liable.  His 


issuer  incurs  no  personal  liability  ly  randetlag  false  answers  or 
OBitting  material  facts  from  either  Form  1-A  Notification  fom  or  the 


perpetrator  of  the  fraud  and  who  nay  lack  the  reeources  to  ralnburse 


pp. 


basis 


It  al: 


interview  by  tbla  author  with  the  Director  of  the  Branch  of 
lasues  revealed  that  icaiy  of  the  prohlsos  which  were  alluded  to  in 


1«6  hj-  Kr.  Cohn  of 


'-^loss,  p.  1693. 


period  whiob 


tboroughi/  inve^c^ta  disclosure  Bsda  sueb  issuers.^^  i 
lack  of  Biaiipower  also  nakes  tbs  task  of  policing  the  sales  effort  la 
soall  issues  aore  Slffioult  since  sales  are  less  widely  puhllclsod 


market  Is  geaerally  bullish  and  the  Coinmission's  resources  are  fully 

SoeoijJly,  adslnistration  of  the  regulaUon  would  be  greatly  aided 
if  some  llaitod  fores  of  annual  reporting  to  the  eonmlsslon  bf  liras 


ably  reflect  the  aocuracy 


the  filing  prooess.  Is  fiegulacion  1 is  currently  adsdnlstered.  a 
fire  can  arise,  sell  securities,  and  vaidah  from  view  leasing  the 


Coioilaslon  uninforaed  as  to  the  reason  for  Its  demise  and  the  disposition 


The  chapUrs  which  follow  wm  reveal  the  extent  to  which  these 
theoretical  dcfieioncles  of  Regulation  A are  realicsd  in  practice. 


Jjn.tncinr  cf  3naU  Cernoratlens— The  a-v 


In  addition,  tho  foUmdng  analysis  of  violations  of  the  provisions 
of  Regulation  A,  on  a case  ty  case  basis,  nay  well  reveal  areas  of 
weakness  which  were  not  readily  apparent  from  an  analysia  of  the 
regulation  or  this  study  of  ito  devolopment. 


CKAPTSR  ni 


Viounoss  OF  RECtlUTIOK  A OFFZfilHG 
C18CULAR  REQURBSKTS  BT  SXiUPTSD  ISSUERS 

Tho  Intnductory  chApUr  of  t,iis  stud;  na  dsrcted  in  part  to 
capbs^zlng  the  isportsnse  of  dlaclosura  with  reference  to  the  under- 
I;lng  philosophy  of  the  Seourltlos  Act  of  1933-  In  response  to  the 
isiportance  of  fUU  and  conplete  disclosure  h;  prospective  issuers 
of  new  corpoieta  securities,  the  Snourlties  and  Biehange  Comiisslan 
has  devdoped  rules  and  procedures  designed  to  assure  that  disclosure 
is  both  oemplete  and  aocurate-  Complete  disclosure  la  obviously  as 
vital  to  inlbraed  investment  decisions  in  the  area  of  exempted  issues 
as  it  is  in  registered  issues-  However,  as  was  pointod  out  in 
Chapter  II.  the  provisions  and  procedures  of  Regulation  A are  tbeo- 
rsUoall;  inadequate  to  Insure  the  same  level  of  confidence  In  dis- 
closures relatir^  to  axemptsd  issues  as  full  registration  procedures 
provided  for  other  issues. 

thsoretioal  uesJcnesses  of  Regulation  A which  were  described  In  Chapter 
n become  apparent  in  the  day-to-day  adadnistratlon  of  the  regulation.^ 
Since  1953,  the  administration  of  Regulation  A baa  resulted  in 
tbe  issuance  of  7^  tonporaxy  suspension  orders  by  the  Securities 
and  Bcchange  Commission.  Of  this  total,  6?  cases  have  involved  public 
^ee  page  72  of  Chapter  II. 


hearings 


Rule  261  of  Regula 


and  Exchange  Ccmd.asloo 


to  tie  aUeged  faUure  of  the  issuing  ant  to  meet  tie  dieeloauro 


requiresants  of  the  regulation.  BsgulaUon  k ming  ptooedurea 
require  the  initial  suhoiseion  of  tvo  documents.  They  are  a fin  1-A 
Kotiacation  and  a Schedule  I Offering  Circular.  The  mere  important 
of  these  is  the  Schedule  I Orrering  Circular  ainee  it  la  upon  the 


reached.  The  Term  1-A  Nctiacation  is  of  soae  import  to  the  Coovisaioa 


Howevor.  sueh  inftntatlon  is  not  generally  eeen  ty  the  Inveetlng 
public,  vhereas  that  provided  hy  tie  offering  oireular  is.  The 


overriding  iapertanee  of  Schedule  1 ie  further  denonstratad  ty  the 
fact  that  in  only  tee  cases  were  failures  to  meet  the  disclosure 


rasultoJ  in  public  hearings.  In  the  56  other  cases,  hearings  resulted 


^It  will  be  recalled  that  under  the  provisionj 


relating  to  tie  allegations  of  the  Coioiiij 
ly  ^ti^rUes  is  publlcaUy  availaile 


n's  rally  Xews  Digest.  I 
, oe.  this  analysis  restriota  itself  tc 
TOlved  puhUo  hearings. 


disclosures 


dKSnds  of  Schedule  1 era  ozltical  to  both  the  investaent  decisions 
of  individuals  and  to  the  adnlnisttdtlve  processes  of  the  Coonlcsion. 
it  is  importont  to  assess  the  enpaoitp  of  Schedule  I to  conpel  accu- 

itea  of  the  schedule  will  be  considered.  In  ssch  instance,  the  type 
of  disclosure  required  will  be  explained.  FbUowin^  thie  explanation, 
a case  which  t/plfiee  an  issuer's  failure  to  render  proper  disclosure 
will  be  disexissed.  At  the  conclusion  of  this  analysis,  the  soope 
and  variety  of  dleolosure  violations  in  relation  to  the  dmanda  of 


These  Iteas  raquire  no  analysis  as  thv  represent  the  only  two 
suiting  in  public  hearings.  Iton  1 of  Schedule  1 rajuires  that  all 


issuers  set  ftrth,  on  the  front  or  cover  page  of  the  offering  dtv 
cular,  the  following  legend: 


■rriESE  SECURITIES  ARB  OFFERED  PEBSUAHT  TO  « 
aOKPTIOK  FBOH  RSGISTRATIOK  WITO  THE  DNITH)  STATES 
SBaiRinE  AND  EXCKANOg  CCHHISSION.  IHB  COKUSSION 
TOES  NOT  PASS  UPON  TOE  MERHS  OF  ANY  SECURITIES  NOR 
DOES  IT  PASS  ON  THE  ACOtlSAOiT  OR  CWtfLETHIESS  OF  ANY 
OFIERINO  ClffiULAROa  OTHER  SHUKB  LITBRATBHE."** 

‘'See  Iten  1.  Schedule  1 of  Appendix  II. 


socewlut  sintlar  logand  but  it  involvas  as  statcnaut  with  referenca 

IttsL  2 raquiras  praopaotlve  issuers  th  stite  their  exact  nesie 
and  address  ard  the  name  of  the  state  in  whioh  the/  are  iaeorparatod« 


£Us_l 


of  the  offering  price,  unjerwriting  discounts,  and  the  net 


of  the  presence  or  absence  of  highly  lucratlva  underwriting  agre^ 
mar.ts  which  work  tc  reduce  the  issuer's  share  in  the  total  prcoeads 


lation  A have  failed  to  nakc  accurate  disclosures  of  selling  costs.^ 


coBiiL;'  with  the  disclosure  reouireeiants  of  Item  3a, 


hare.  In  August  of  1$36,  that  a 
ocurlties  and  Occhange  Cosadsalai 


^ -SApache  Uranium,  33  S. 

Mining  Company,  39  S*£.C,  < 


comclssisns  exceeding  ‘tO  Tiersent  at  the  total  offering  price. 

The  issuer  had  sold  the  entire  offering  to  tuo  individuale  in 
exchange  for  their  unsecured  ptwlssot}'  notes  with  the  understanding 
that  fCr  each  share  sold  at  $0.07,  $0.0‘»  would  he  emitted  to  Ipache, 


the  CoEad.s&ion  in  Harcb  of  195^.  The  report  stated  that  all 


order  to  he  nada  permanent  on  lugust  15.  1957. 

It  is  of  sone  importance  to  note  the  marketing  device  utilised 
herein.  This  type  of  offering  not  only  disguises  huge  underwriting 
profits,  but  also  as  in  this  caso,  loads  inevitably  to  corrupt 

made  to  cash.  If  such  entries  were  actually  made,  they  would  he 


50.03 


iTKirrsL-'-™ 


on  the  part  of  an  axo^tod  iosuor  to  aaka  conplota  die- 
elosuro  as  rc^ulrod  I;/  Itoo  ba.^ 

In  Octobor  of  195j,  irlia  PUsttca,  a Uow  fork  corporation, 


pa^iLonts  ijf  Arils  t£ 


rho  stipulated  paynenta  ven 


sainlssion.  In  viau  of  thie  and  other  violations  occuring  during 
the  selling  effort,  the  Counission  in  October  of  195S,  caused  the 
tenporaiy  order  of  June,  19$7,  to  be  nude  penanent  despite  the  fact 
that  Arlie  was  then  in  bankruptcy. 

IteB  ka  in  oonbination  with  Iten  Ja  should  provide  conplete  di: 

rbilures  on  the  part  of  exenpted  issuers  to  sake  oooiplete  disclosure 


-lie  Plastics.  3S  S.E.C.  610. 


Chapter  IV(  a cenplete  statistical  picture  of  all  violations  of 


entorprlses  fcr  acuity  capital,  regat^lesa  of  price,  cooblned  with  a 
rsluctanoe  to  reveal  the  true  cost  of  obtaining  such  capital. 


(4)  As  will  be  seen  in  Chapter  IV,  violations  of  Conniasion 
undccVTiUng  rules  in  the  area  of  exempted  securities  are  aaiy  tines 


rules  of  Degulation  A revealed  no  vlclatione  of  the  disclosure  r^ 


arings  related 


ntit7  cf  the  unde 


In  Itff  oanploiat,  the  CarcdsBion  allesdd  that  tha  natbod  of 
diatrihation  which  was  aoployac  tha  firm  and  Its  undarwrltars  was 


;3CIO,(]Oa.  The  csaasslon  charged  farther  that  tha  offatdng  circular 
bad  failed  to  specif  the  actual  netbod  by  vhioh  the  shares  were 
destined  to  ha  distzibuted. 


quiresaents.  that  a best-efforts  uicderwriting  agrsenerrt  had  been  ooo- 


dealersi  his  own  flxei  iacluded. 


lating  that  the  issue  bad  been  over  subscribed,  dinultaneously. 


UAtil  tfa«y 


B5 


that  the  S300,000  exeeiption  provided  ty  the  regulation  refers  to  this 
final  dist:l.bution  prioa  and  not  on/  intermediate  price. 


permanently 


The  interpretation  of  the  distribution  pimoesa  which  evolved 


from  this  hearing  Is  impirtant  to  the  Investor  in  exoptad  isaues 
in  that  final  distribution  beeones  synonymous  uith  public  diatri.- 
bution.  If  this  were  nob  the  oaee.  undervriting  agreements  like  tbet 
developed  in  Leulshon  Copper  woirld  provide  incentive  to  the  selling 

the  highest  possible  prioe  for  the  secondary  or  p«*lle  offering. 

Investors  In  fully  registered  issues  are  made  aware  of  the  foot 
that  the  undorwriUng  group  may  engage  in  operations  designed  to 

fact  that  the  limit  of  suoh  aotivi^  is  the  maintenanoe  of  the 
established  offering  price.  Ibis  limitation  would  not  exist  la 
offerings  such  as  that  node  ly  Lewlshon  Copper  and  its  selling  group. 


lisa-Bh-hnd  h 


dieolosure 


public  fluids 


In  several  eases,  exempted  Issuers  have  failed  to  truthfully 


disclose  the  proposed  use  of  proceeds  to  be  derived  from  aa  issus 
under  Seeulatlor.  1.^  The  case  of  Aaarlcan  Television  and  Radio 
Company  illustrates  a aoraon  dicolosure  problm  la  this  area. 


$2,00.  The  Comlssioa  Issued  sn  order  tenporaxlly  suspending  that 


^Trl  Rite  Mining  Coapany,  bl  S.R.C. 

l^iaerican  Television  and  Radio  Compare,  40  S.S.C.  641. 


of  stfireophonic  sound. 


fisforenoo  to  fora  5-1  for  ro^Ktorod  issuer's  pzospsctusGs  will 


Hovover.  it  sisy  Os  sulisittad  that  coppleta 


the  noraU  RseuIsUod  1 sfferinK  is  for  ^250,000,  while  the  esset 


partnership. 


Itm  7 requires  that  prospestiva  issuers  disslose  the  nature 
of  the  security  which  they  propose  to  offer.  While  disclosure 


Is  sufficient  to  warn  the  invosCcr  of  ary  pecuUariV  ®i*  unique 


.15 


ty  firns  which  subsequently 


complete  items.  13 
of  aohsdule  I 


only  12  pcreont  of  tha  total  sharaa  outatanding.  It  was  the  opinion 
oI  the  Conniaeion*3  axnadnara  anj  rapraaentativea  that  auch  infoxw 


tibility  feature  which  waa  rendered  by  the  iasuer. 

In  vl«  of  those  and  other  defioienclea  in  the  Schedule  I 


investor!  However,  the  narhet  for  fully  regiaterad  Issues  is  hagdeaiiy 


of  t.-,.  ?»p.rty  art  doscrtb.  tho  Mtur»  of  toalr  tlUo  to  .octi 
propertifto*  Subsections  (b),  (c),  and  Cd)  require  tho  Issuer  to 


dlsoXosuro  as  required  by  Item  S*,  tho  CeredssioB  staff  alleged  that: 
a)  InspiraUon  had  failed  to  diaoloso  that  its  properties 


disclosure  is  required  by  Item  6l(s). 


(2]  Insplnuciii  had  failad 


Itcn  SACh)  were  to  he  set.  the  Issuer  would  be  rsQulred  to  state 


sod  Including  thair  closing  in  19^2  hr  the  War  Production  Board. ^ 


operations  in  1950. 


A,  tha  Coimlsslon,  in  Kay  of  1959,  ruled  that  the  iesuer's  request 


^Iten  8A(e).  Schedule  I.  appendijr  II. 


ejcpan  opljiOB.  The  issuer  stated  that  the  prospects  for  the 
devaloptent  of  a . paying  cdae.  . .were  considered  geolo^caUf 
^^li-iVita  Kiaing  ConparQ',  41  S.£.C.  493. 


Ezcnptod  issuers  urdar  Regulstioc  A and  subs^uaatl7 


p.  I»95. 


viclatiOE 


(o)  of  Item  SB  reqtilros 


taimlar  ftm  a hlstoiy  of  oU  produetlon  Oo  all  pnjpertdos  tn  which 


to  tho  iBsuor's  Intarast  must  also  be  etated.  i number  of  violations 


of  this 


Oil  Corporation  is  typical. 


In  April  of  19^,  Hart  Oil.  a Vashln^n  corporation,  filed 
for  and  rocelvea  an  exemption  from  registration  la  regard  to  a pr 


pended  the  exmptlon  of  Hart  Oil. 


to  adequately  or  accuratoly  mahs  disclosures  which  wore  required  ty 


properUes.  and  that  the  productton  of  each  of  the  wells  was  currently 


Investigation  tho  Comodosion  revealed  that  the  four  Welle 


these  and  other  violations  coneamlng  estimatee  of 
Cormdssion.  in  Oetober  of  1959.  made  its  teie. 


W)  and  {e) 


ties*  If  the  issuer  intenjs  te  exploit  a new  process  or  invention. 


Issuers  filing  under  Regulation  A and  subseiuently  beooeing 
involved  in  pshllo  hearings  evidenoed  violations  of  each  of  the  sub- 
sections of  Itai  SC  with  the  exception  of  the  toohnleal  reports 
reiuiraraits  of  subsection  (d).^ 


The  case  of  General  Aeionation,  Incorporated,  piovldes  an 
illnstration  of  a typical  violation  of  the  disolosure  requiratents 


^^^riean  Television  and  ^lo,  40  S.B.C.  641j  General  Aero. 


.»  oad«  pennanant  in  SepteoSer,  19S2. 
uiro*  that  Siscloaurs  relatine 


100 


dioclosuro  as  dansjidad  ly  suba«etion  (b). 
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1M117  adequ 


n of  Itu  9 that  a; 


X03 


of  equity 
iUiutrates 


In  Januaiy  of  1957>  Profile  Kinas,  Ineorporalad,  an  Idaho  oor. 
poratlon,  filed  for  and  reo^ved  an  exeopUoa  fren  regirtretion  under 

offerine  of  2.600.000  shares  of  Its  *0.10  par  cotnon  stock  at  $0.10 


per  share.  In  July,  1957,  that  axettpUon  was  tamporarlly  sasparded 


leatings  requested  by 
ntrol  relationship  e: 


*,  the  Connission  alleged 


president,  Mlllian  Schierding.  Dosedte  the  fact  that  a majority 
of  TOtirc  shares  '.'as  hold  ty  another  officer,  the  CoimisslDn's  st 


allejed  that  eor.trol  was  a question  of  ■managerial  control  of 
Profile's  affairs,’  which  rested  with  Kr.  Schierding.35  in  .liew  of 


^orth  Osiintiy  and  Knerals  Limited,  S.S.C. 


35Profile  fines,  J3  S.S.C.  536. 


of  1953. 


Inaorforatod.  provides  an  lUustration  of  the  failure  of  an  Issuer 
to  disclose  the  true  owner  of  over  SB  paromt  of  its  voting  shares. 

for  ani  rsoolved  an  exempt!  )0  .>011  rogistrstlon  with  respoot  to  a 
proposed  public  issue  of  55. shares  of  51.00  per  common  stock  al 

suspended  order  of  tho  CoEmis*lon. 

Comsdssion  alleged  that  the  offering  circular  of  Trail..Aire  had 
falsely  identified  the  owner  of  jO  percent  of  its  ehares  as  Howard 
B.  Tunantine,  when  in  fact  the  true  owner  of  the  shares  was  Dean 


105 


In  i:ovcnber.  1953.  Oold  Crown.  & Nevada  cox?oratdon»  Hied  for 
share.  In  Jims  of  1958.  that  ojMmption  was  taapsrarll}’  suspended 


3’oold 


Klniag.  39 


.5  Sf 
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the 


provldal  at  least  a partial  basis  for  the  suspension  of  ao  issuer's 


or  oaploration  light.  The  p*Uo  offering  is  designed  to  gather 


or  drill  In  order  to  exploit 


Ites 


that  prospootlve  Issuers  disclose  the  o;Ast6nee 


to  recipients  of  any  outstanding  options 
are  propssod  to  he  granted.  In  sevot«l 


109 


i appioprlata  dlsoli 
Id  Kiolng  CoopAi^. 


the  provisions 


of  the  Corv-lsslon  alleged  that  Said  Saelo  had  fallsi  to  disclose 


holders  at  SO. 25  per  share  ftor  an  unlimited  period  of  time.  In  sa 


likelihood,  result  in  a lover  nrloe  available  for  all  eharea. 


manently  suspended  in  liarch  of  1959. 


of  options  outstandlne  is  relativoly  rare  in  SBgulaUon  A aiings. 


P.  while  in  an  offering  under 
noraallj  maintained  by  the 


a,  S.S.C.  3^;  :Jov  England  Oil  and  Uranium 
28:  Bald  Eagle  Gold  Klning  Uompany.  38  S.B.U. 


uo 


to  toa  public  offcriiis.  authortic  the  [-rantlag  of  libaiul  options  to 


oust  furnish  is  specific  In  nature:  however,  stnoe  this  infoimatlon 


days  of  the  aUng  of 


ea  is  speeiaoallr  desigaal  to  elicit 

tion,  Iscuers  must  present  a etateaent 
apital  shares  as  of  a date  within  90 
a 1-A  Nctiacation.  In  addition,  a 


latter  statenent  must  also  speoiacally  list  cash  due  to  or  from  aU 


exploretoiy 


required  by 


$0.10  par  comon  stack  to  b«  sold  at  $2.00  par  share.  In  April  of 
1962,  tbit  oxeaption  war  teoporarily  suspended  an  order  of  tbs 


Dutlnc  hearinge  convened  at  the  issuer's  request,  the  staff 
of  the  Costitission  alleged  that  the  Haltone  fientale  Corporation  had 


Certain  nsehinery  and  equipment  was  transferred  from  the  pro- 
decessor  Haltone  Fashioiis.  Inoorporated  to  the  issuer,  Haltone 


-^1-r.sral  Aeroratlon,  « S.E.O.  aS:  Haltone  Rwitals.  hi  S.S.C. 
5IB;  "orthoast  TolBooemunlcations,  bl,  S.E.C.  5b8i  Interstate 
Holdir-E  Co-npany,  3$  S.E.O.  381  Edsco  Kanufaocurtng,  hO  S.E.C.  9bl. 
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prosiotors  to  properly  esorov  their  shires,  the  Coomission  ordered 
the  exer.ptlon  oC  Hsltone  Por.tile  Corporation  poroanently  suspeisiQd 


in  May  o!  1563. 


cash  raoeipte  and  disburseoents  is  adenuataly  illuetrated  ty 


woro  cortilled  ly  a firm  of  independent  pnblic  accountants. 

In  Septamber  of  1955,  Coastal  rinanee.  a Doleuara  corparetlon, 
filed  for  and  reeaivod  an  exenption  fron  registration  with  regard 
to  a ooobination  public  and  proenptive  offering  of  5.669  shares  of 


U3 


tho  Bt2ff  at  ths  Coiaiisslon  all«sM  th&t  certain  of  Ui»  stateuaDts 
Bide  by  the  Issuer  In  its  offering  circular  vare  untrue.  The 


sperly  calculs 


oaintalnHl  that  all 


that  a divldond  of  $56,131  wa_  paid  195H,  and  that  thia  dlvi- 


II  also  baeaae  apparent  d-jj4og  the  hoailngs  that  the  Independent 
publlo  accountant  had  r.ot  foUoved  "cnerally  accepted  accounting 


eUtementa,  the  Coimiasion,  in  ;iaroh  of  1957,  ordered  that  the  exeop- 
tion  fron  rogtetratlon  provided  ly  Section  3b  and  Regulation  i be 


oionclea  in  the  financial  statwaenta  were  diacovered  only  aftor  the 
tooporaiy  suspension  order  based  upon  eoce  other  violation  bad  been 


U5 

CoEtiic^or.  cxEilnatlcn  at  the  ro^osal  offloe  level  been  initially 
abo^uets  to  botect  inaccuraeiee  In  financial  stateaents  swioitted 
by  those  Issuers  filing  under  Regulation  t. 


It 


Schedule  1,  the  Issuer  cay  be  :c4ulrsd  to  present  additional 


Coanission  on  the  grounds  that  infoimation  uhlch  affects  the  invest 
neat  value  of  the  securities  being  offered  under  Regulation  t Bust 
be  presented  in  the  offering  circular,  uhether  or  not  such  infer- 
nation  is  Epocirioally  required  by  Schedule 


pcrailly  suspended  an  exemption  previously  granted  to  Cemex  for  a 


which  charged  that  said  director  wan  guilty  of  abusing  his  pcsitioo 


In  s revised  offering  oixeular  dated  and  Hied  October  19.  1959, 
the  issuer  repeated  natorlal  from  Its  earlier  drcular,  but  failed 


‘'’Cenex  of  Irisona,  hO  S.E.C.  919. 


U6 


the  rec^rdng  1<>7.S9S  sharas  of  the  origtoal  300,000  were  sold. 


on  the  Inv.'ctm.oat  valuo  of  th  ohoies.  The  Comleeion  disputed  this 
cliisi  on  the  grounds  that  the  director  in  question  controlled  both 


In  moving  to  make  its  order  perasnent  during  Bovasbor  of  1961, 


quireasnts  and  demand  the  same  type  of  diselosure  frjm  such  issue 
as  it  normally  danards  only  from  registered  issuers.'*^ 
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closures  ia  response  to  the  denends  of  the  indlvldcaX  Itns  of 


the  tbeoretioal  shprtooirdnge  of  Regulation  A heoaae  manifest  in  the 


the  lootission  and  had  eubsequontly  requested  hearings  rating  to 

lation  i the  result  of  the  stniotural  and  ^ministraUve  weaknesses 
of  the  Scjulation  whieh  ware  alluded  to  at  the  close  of  Chapter  II? 

It  will  be  recalled  that  the  theoretical  shorteotdjigs  of  ourreat 


(1)  The  regulation  lacks  any  requir«ient  related  to  the  inde- 


regulation  is  ds 
ivil  UabiUUes 


Regulation  A pr 


-3EH  cr  SCKHXJLS  I SISCL0S3SE  VIOLSTIOSS  SVCDBCED 

iss^'Eiis  ...  1-i.iiLii;  luuiiuas 

--.or  of  Yiolatians 


U) 
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»ro  InadiKUita  to  ensur*  a full  investigation  of  saoh  filing  as  it 
is  rsccivoi  and  prior  to  public  sale. 

CvJ  adninistrativo  rolec  of  .’Regulation  1 fall  to  provide 


arJ-Ac’-  rf_Inieper«iflnt  Yerlflcat'en  of  Kjterlal  Presented  by  Isoue 


register 


seeuritiea  under  the  Secuitieo  lot  of  1933,  *111  reveal  the  ojistence 


of  several  neaningful  dlfferonooe  tetveen  the  scope  and  eartent  of 


With  special 


(Z)  Ihe  presentation  of  balanoe  sheets  a.nd  full  schedules  of 
histoitool  balance  sheet  materiel,  in  addition  to  notes  to  the 


flrmcial  statenonts  required  bp  the  Conaissien’s  iccounting 
Regulations  5-X. 


Ippendia 
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(3)  The  presentation  of  the  opinion  of  a oerUfled  public 
accountant  statin;  that  the  financial  natortal  has  been  coaplled  in 
accoitianeo  with  ;or.eralljr  son..,  .af  accounting  principles.  If  such 


in  exanple  of  the  ciqilicit  nature  of  the  instructions  which 


rAtcilal  is  S-von  by  Instruction  15  of  the  Instructions  to  financial 


Staucaonts  for  fora  S-1.  The  aodstanoo  of  such  instructions  and 


which  oceurrod  in  tho  ease  of  Haltone  Senlals  Corporation.  In  that 
ease  involuing  Itea  11  of  Schedule  I of  Ragulatloa  A,  it  will  be 
recalled  that  balarxe  sheet  asset  iteos  were  written  up  in  value, 

asset  voluo  was  provided. 


The  extensive  disoloauro  of  financial  Inforaatlon  which  oust 
be  xade  under  the  provisions  of  fora  S-1  does  not  in  and  of  itself 

issuer  could  as  easily  violate  the  disclosure  provisions  of  fora  3-1 


suooocs  in  so  doing  requiros  that  tho  iesuor  deceivo  not  only  the 
Securities  ard  Exchange  Cosnaission,  but  also  a national  firm  of 


independent  public  accountants  who  perform  an  extensive  audit  prior 


rti^ng 
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lavolvlng  pTlco  Watflrhouss  and  the  KoXesson  and 
is  typical  or  such  public!^. 


requirKi  ty  Fora  S-1. 


voulO,  in  oil  likdlhood.  refuse  to  rjiko  an  audit  which  did  not  nest 
its  own  standards  of  quality. 


Stiinele,  an  accounting  fira  was 
fit  nado  the  audit  and  furnished  the 


And  Lewlshor 


roi5.5tritifln,  in  niidng  use  of  national  public  accounting  firns. 


It  uill  be  recalled 


0-  Llabllttles  Ibr  Fraud 

spite  continued  proposals  ty  various 
stly  refused  to  ejctanl  the  oivil 


the  1?33 
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saUers  of  a soeurlly  vho  iMur  a direct  liability  to  investors  la 
of  cistilbction  are  free  fron  any  such  liability. 


violation  revealed  that,  in  practice,  this  fraedoe  from  Itahili'^ 


tVbila  it  is  denerelly  a^ocd  that  the  seller  of  a seourity 
boars  a responsibility  to  the  purchaser,  there  is  not  general 


Isthnus  Stsanship  and  Salvage  Conpnry,  Incorporated,  serves  as  an 
eaacplo  of  a situation  when  the  vast  maJoTity  of  observers  should 


Curing  the  aonth  of  iugunt.  196b,  a decision  vas  rendered  by 
the  ConaisaiDn  vhich  penaanontly  suspended  the  Segulatlon  1 exespUo 


126 


prloo  of  $2.00  por  share.  On  lafast  7,  1959.  a report  of  sales  on 
For-.  2-1  vas  filed  in  which  total  sales  of  I'tfi.OSS  shares  were  shown. 


In  lu^jat,  1966,  the  Coroission  held  hearings  in  which  the 
Slvision  of  Corporate  FirAnoe  alleged  that  the  offering  elrculsr 
used  by  tho  issuer  had  been  nattrrlally  oisleading  with  reference  to 


the  salvage  rights  owned  by  Isthmus  in  the  sunken  “S.  £.  Baysrd." 
Tho  circular  claimed  that  the  copper,  zinc,  arri  other  itiiiarals 
boing  transported  ty  the  ship  had  a salvagaile  valua  in  excess  of 
two  million  dollars.  Subseo.uanUy,  the  Cciaisslon  obtainad  a mani. 


feet  on  tho  ”3aya 
and  not  slnoruls 


reportod  to  be  perishables 


simultaneously  suspeod  tho  broker-dealer  registration  of  the  under- 


of  the  "Sayard"  could  have  been  ard  should  have  been  substanUated 
an  undernltor  with  concern  for  tho  quality  of  his  product  aid 
the  protection  of  his  ouetorars.  However,  it  is  not  appropriate  to 


■he  llaiillty 
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unlikely 


“iS  “siirra-s-::?.,  „ J,  ... 

i^.%sx,^'LT.ui^r':^sss:,zsr-- 

on  vhich,  tosuch  tsA 


■'““a— 


ss  g sgrssi'ia  x^i  ”•“ 
s|53.2»~“ 


Mi 

(b)  ^et  Ooaratlnr  l-:jne 

“E: 

MS 

"Ssif 

: 1 

h'M  ■ lv!ce 

“sr 

MS 

garEgS"“^.>.- 

Mi 

? 325.000 

(b)  Srosi  Profit 


aii 

;ni 


lii 
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contrasts  wldch  vers  stated  t.  iaa-.i,  a value  of  million  doUara. 
(Actual  value  vas  only  ZA  rl"’'*'.of  ^rllsrs.) 


tlgate  the  facts  himself  and  not  samply  accept  the  stater.ents  of 
officers  of  the  firm.  JudEe  KcLean  rtr.arkod  that  ’A  prudent  nan 


uouli  KJt  act  in  an  ijnportant  matter  without  any  knowledge  of  the 
relevant  facts,  in  sols  reliance  upon  representations  of  persons 


who  are  comparative  strx-igers.. .■  ae  Court  will  not.  Judge  liLean 
said,  "Aheolvo  new  directors  from  responsibility  merely  because 
they  are  nov.“5S 


C^!  was  ilraady  Engaged.^and  Wai 
SS.fall  Street  Journal,  Kay  Id,  1968,  p.  1. 


1> 

O)  ^0  underwriters  h&vc  a special  respcnsi&llity  to  inves- 


and  prospective  Investoro  roly  upon  the  reputation  of  the  underwriter 


Cfe)  V.1tJi  the  auception 


In  contrast,  the  disclosure  stai^azis  of  veiifice'Q.on  of 
Sohedulo  I infoimtion  lag  far  behind.  In  re  small  measure  this  is 


olosuros  demanded  Schedule  I of  the  regulation  presented  thus  far 


Ttdo  leek  of  responstlility  is  in  no  °»^n  way 


5?Zbtd..  p, 
5®Inepiratio 


S.‘?.C.  lOSj  Altndnua  Top 
37  S.E.C.  63. 


SUngla,  60 
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f fraudulent  soci 


13s 
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OStECTEOS  OF  RECnUnOS  A VIOUTIOSS 
BEFORE  iND  AFSZH  SUE 


*Rq  public  scla  intciideS  cr  ocntcaplated. 


Ii3L£  vm 


TL\E  cLiPSEB  BEWSSS  EILIXS  Of  rlOTEIlCATIOB  ASIO  TifB 
ISSUAXCE  OF  THE  SUSP23IOS  ORDER 
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ton  percent  of  the  cosos  reportodi  it  Win  specifically  aentioned 
that  the  issuer  had  entored  bonlrruptcy  since  tbs  issuance  of  the 
euaponsion  ordori 

delays  result  fres  the  issuer's  r.-u^stinf  nultiple  continuances 
during  the  hoaxing,  as  is  their  rt.iht.  "nfortunately,  no  figures 
are  available  uhich  would  indicate  the  frequency  er  extent  of  such 


required  tho  financing  available  under  the  Regulation,  end  the 


ongoing  Regulation  A proceedin.^a,  the  issuer  is  unlikely  to  extend 


tho  regional  offloes 


tho  standards  of  disclosure  required  by  fiagulation  A can  be  attri- 
huted  to  a lack  of  suffioiont  resources  available  to  those  offices. 
And  in  view  of  current  pressures  resulting  Cnm  general  Congressional 
budget  trlnnlng.  It  is  unlikely  the  additional  resources  in  the  fbm 


future.  Add  to  this  the  fact' 


that  a further  strain  on  the  already  inadaiuate  resources  of  the 


regional  offices  is  currently  in  the  of.'lng  due  to  the  renarkable 


-nail 
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TISB  a»?SH)  BETOS3N  THE  ISrJillCE  Of  IHE  SUSPSNSIOS  ORDER 
ARD  THS  FTSAL  BECISXa-;  0?  TiB  CCWNESSION 


50 


Rsgul;iti9a  ti  filings 


unlikel/  to 


that  faU  UivsatigaUon  of 
occur. 


issuers  raist  agree  to  file  perioaie  reports  of  oporaUons  as  required 
fey  certain  provislono  of  the  Securttiaa  Exchange  Rot  of  19>. 


ceaaos,  but  s contlr.ual  Hov  of  publicly  ovsilahlo  intoination  la 


prasoitBj  ly  axeapted  Issuers  in  timlr  InitiaX  filings,  {2)  bo  cog- 
and  (3)  be  able  to  enforce  1934  let  prohititlons  relating  to  naricat 


Vtilizlng  tha  sane  Infoinatian.  public  shareholders  Hould  have 
(1)  a baslB  for  naiHat  deeisionc  hinging  on  a constant  flow  of  Infor- 
■ation  relating  to  perlbmanco,  sad  (2J  a baala  to  tajte  action 
against  issuers  when  the  results  of  subsequent  operationo  dsmorw 


In  this  regard,  the  case  of  Arisona  Wasile  and  Sleetronics  has 
special  Blgnlfiflaoce.^  It  vl2’  bo  recalled  that  in  this  case,  the 


annual  raportlr 


tn  dovalop.^^  Both  tha  Coimaslon  and  th«  public  vould  then  be  able 


ming  of  a Sbsn  8K 


oloaurc  cannot  be  concluded  vltbout  a fee  consents  relating  to  tho 


“tlaneral  Aeronatlon.  39  S.S.C.  619. 

^^Yariirouih  ?atrelou«.  bl  s.E.C.  202t  Bart  Oil  Conpany.  39 
S.E.O.  928s  Haratlno  Oas  aiJ  Oii  Cu.,».nitlon,  39  S.E.C.  238. 

^^Aiaeriean  Tclevielan  and  fMio,  bO  S.E.O. 


6bl;  Ecrtheost 


sis  “SLS2~“-S- 


>D  purch^od 


Is  an  ontlclpmon  of  an  avar-subseripU.on  in  Co  ?ubllat)in;  stock. 


I(  investor  rationellV  >rauld  not  bo  ossurod.  Hovevsr,  it  should  be 
recoUod  that  the  purpose  of  disclosures  is  to  protect  the  pros* 


hlmaoLf. 


effectivencse  of  Reguletion 


Rules  of  Eeeiilation  1 snd  the  ?orr.  1-i  KoUfication  be  evaluated  in 


1933  let  is  avsilstle  to  a.  partioular  issuer.  Tbs  oircUBstancsa 


under  wUch  the  exmpUon  will  not  be  avallihle  to  a particular 


miss  rwoals  that  they  are  desienai  to  close  the  exemption  to 
*See  tho  rules  of  Regulation  A in  Appendix  HI. 
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Issuers  whoso  lilir.’S  are  Hltely  to  be  of  a fraudulent  nature,  and 


pror-:tors,  pilncipal  securtt;*  * sldero,  or  underwrttora  has  been 


It  the  notiaeatlon  ibm  elicits  accurate  disclosure,  Its 
filing  and  review  would  result  In  the  prohibition  of  sales  by  cer- 


aecurate  dleolosuro,  it  will  be  fburu]  that  certain  issuers  who 
should  have  been  pnohibltcd  frcn  any  exempted  sales  of  securities 
will  have  filed  and  siAsequently  engaged  in  sales  in  violation  of 


1-1  li-rr  h-McTi  Hive  So.Peeord  of  leeuer  VloUtlons 
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«f  the  attorn^  actlne  tor  Ihea  and  I'or  the  undetvriter,  if  any 
underwrttlng  film  is  to  be  Ksed. 


aaistanee,  if  any,  of  ounront  legal  proceedings  In  vhich  th^  are 


(d)  Item  7 roqxiiras  prospoctiV' 


in  additton 


Hagilation  A offerlnB  currently 


Appendix  II. 
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ft  najorlty  of  its  initial  osaets.  7ho  cooo  of  lUauata  Oil  illua- 


diftolocuro  TOUld  have  resulted  in  the  Issuer's  inslielbillty  far 
ft  Section  3b  eKenption.3 

In  CctooeTi  1937i  lUovata  Oil  Coc^pan/,  a Coloxudo  coloration, 

foUouing  conth,  that  eicwiption.  covering  900,000  shares  of  50.01 
par  corvCT  stock  vith  a selling  price  of  $0.10  per  share,  vas  sue- 
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In  Tobro&iy  of  I960,  Mutual  1 


2*  required  ty  subsection  (b).  Invcsagatlon  hod  ravealed  that  J4 


fcutMal  Sh^yooa  Tradoicirt,  iBoo^ratod,  40  S.B.C.  1092: 


152 


exemption  vac  pomanantly  suspmjod  In  Oetobori  1959* 


wlU 


L 
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iton  ksa  bocr.  >riolat«i  bj-  oxcnpted  issuers.  The  case  of  Oold 


In  Sovsabor,  1953.  “old  Crown,  a Sovada  oorporatloa,  ftled 


three  of  tho  individuals  r.entionod  'hcve  had  been  cormcted  of 
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Suhso.-*;on  <b)  of  It«  4 -oquiror  thil  an  Issuer  riiseloao, 

If  ajipU"-:'-'  , infOB-snion  — --in"  tn  eny  «urt  oideps  affootiag 


tbe  Mt  capital  tw.uirensnts  of  SaoWon  15Cc)(3)  of  the  Soouiitles 
Sxchance  jict  of  193‘t  and  beeauso  of  tW.e  violaUon,  had  bear,  plaeed 
under  a federal  ffi.ctrtot  Court  injunclion  fbrtidding  it  to  ansage  in 


stalorl  t''nt  a ncu  undarwritor,  ''oott  Taylor,  was  to  be  trployed. 
Kouovor,  investlcation  rcvoaioO  that  Poerlaas  oontinued  to  bo  the 
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In  October  of  1957>  looricrn  Bo:ylllUJB  and  Oil.  a Colorado 


of  1952|  boon  oxpollod  fropi  nor.berahip  in  tha  National  Aasodntlc 
of  Soocrity  Osalers  fbr  “oond-jot  incor.-iatent  with  tho  just  and 
suitable  principles  of  trada."^^  A*  a result  of  this  action. 


INinorloan  Baiylliua  and  Oil  Corporation,  «1  S.E.C.  6I7. 
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■f  1963.  «a  Cor.-lrrlon  moved  t; 


mlure  of 
aoatlon.^® 


4101.00  por  unit, 
f the  fact  that  the 


Cocrlosioni  In  July  of  195^.  orderco  that  the  exemption  from  regia., 
tratlon  under  Degulatlon  h be  patranr.ently  oloaed  to  the  ieeuer, 


l^Apartmont  Ownera,  Ineor'ioiQted,  39  S.5.C.  955. 


J 
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Itca  3. 


inSictoS  in  rcde-al  ceurtc  or  irbo  hovo  boon  disciplined  "vy  z nitioncl 


can  datcec  ir.eor.plata  disolosuro  in  rosponaa  to  Itaa  4 if  the  issuer 
has  truthtally  responded  to  It»n  3.17  T>-s  ease  of  Gold  Crovr. 


security  laws  are  not  included.  Cor.niasion  action  in  that  ease 


was  prosroted  ty  an  invectigatior.  of  sales  records  uHofc  clsclosed 
certain  violations.  The  eonviotions  of  the  principals  of  the  fUm 


were  not  dtscoverad  untU  a mil  invostiaation  of  the  filing  was 
aade  ly  the  Divinion  of  Corporation  finance. 


BarylHua  and  Oil,  U S.E.C.  617.  ' 


955:  taerlean 
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writers,  prcsuters,  ard  the  like,  as  ro=iiilred  Xtooe  2 led  3, 
thcr.  Itesi  6 will  7\ot  pose  ary  isrediete  bar  to  «ui  exemption  for 


{1)  To  Insure  that  the  Initial  filine  has  been  Bade  in  that 


than 


Itw  3 of  Fen  W.  In  aoasEquenee.  Um  CovdsAan.  \n  August  of 
1933.  ™vod  to  its  tsoporary  order  peneaent. 


direotly  by  the  Comlsslon  to  investieata  the  setoal  location  of 
cbe  sales  of  the  securities  of  an  exerptad  issuer.  The  tnporary 


enployed  by  the  undemriter,  an)  this  invesUgetion  was  initiated 


seeurltles.  The  disclosures  which  the  item  deEands  are  designaS  to 


an  exloting  oontingont  liability  arising  from 


that  offerings  which  are  not  public  in  nature  reqxdre  no  registration. 
IS  the  issuer  hae  made  a public  offering,  registration  aiay  etill 


single 


Regulatie 


areally  rely 


1S3 


star.-.latB  tha  dlsclosaras  MeiD  by  issuers  in  both  the  Tom  UJ 
Sotlfieation  and  the  Schedule  I Offertnc  Circular. Other  rubaaetions 


III  or  IV.  lyploaily.  vlolatloiis  of  the  exhibits  section,  Itra  11 


false,  then  the  natorial  submitted  in  support  of  it  is  itaolf  insp. 
propriate  e=d  oensequently  in  Tlolatlon  of  the  rofiulremants  of  Item 


solely 


Appendix 


The  objectlva  of  the  notification  fora  filed  all  prospective 


to  roaSor  a Judcnant  on  the  avnllatillty  of  an  eaenpUon  to  a paiw 


Kotifioationa  are  handled  the  Ccr.-ilsslon- 


f Snail 
vill 


.^^ulation  A is  available  to 


exemption  from  rojistratlon  under 


no  affiliate  or  predecessor  of  the  issuer  has  bean 
peieianent  suspension  order  under  Regulation  1. 


166 


I.'.'I"  X 


IT£X  11  DISCLOSaSE  VIOUTIOKS 


.'.pacha  Uranium  Inoorporated 
Idea  IncorponiMi 
ArlisE  Plastios 

Air  Ura£t.  Dynamics  International 
Proferred'lwoilties  Ineorporated 

Lawishon  Copper 
Hamilton  Oil  and  Gas 

Yarborough  Petroleum  Company 


Souroo:  lids  table  has  been  oompdled  from  the  information 

canted  in  Chapters  III  and  IV. 


(b) 

C=) 

(f) 

(e) 

(h) 


uta« 


as  an  Instnir.ont  of  diaolosuro  dealensd  prijaatllj-  to  prevent  fraud 

praetioal  value.  It  will  elicit  aeeurate  disclosure  Iron  ethical 

issuers,  hut  TVither  froca  unethical  issuers  who  are  ualilcol;  either 

oy  the  inadocuatB  penalties  which  sonotinea  follow  froci  suoh 
failures.  (tefereace  to  lahle  XL  viU  show  that  the  5?  cases 
which  have  boeo  roviwed  give  ov^donco  of  artonslva  violaUonr.  of 


supported  by  a musher  c 


M only  penalty  whi( 


COBKissloit  fremi  tlioo  to  Una  stnea  1939.  In  1937,  tho  nllas  «f 
Baiulatioc  1 vjore  refined  and  raniDiJiBred.^  In  oriar  to  avoid 


rules  are  atelly  keyed  to  their  current  counterparts,  as  shovn  in 


257,  or  253):  or  reciuiro  repcrtlnz  tv  issuers  (Kiles  260  and  263): 
or  anunarate  certain  prohibitions  iRpased  Ijy  the  ragolaUon  (fhdes 


252  or  259).^^  Issuers 


an  affiliate,  prereotor,  or  predocnescr  vlolatoi  the  re:iuir0ients 
with  Rule  251.  This  rule  definoa  the  tnoanine  of  tones  to  be  used 


TABLE  XI 


IS  bean  eoBpLled  the  infometlor. 


Old  Rnl» 

as 


2a 

22-) 


action  or  the  Sohedae  1 Offering  Cireular  r«iuirsiients»  Khweve 


denanSs  of  Foro  1-1  end  Sehad-ao  I and  null  receive  a suspennion 


26s«e  Appendix  IH  for  the  requirements  of  Ilule  257,  259,  and  263, 


Tho  violations  vhlch  have  involved  Rula  Z}6  Indlcats  that,  in 
tha  vast  xalsrity  oi  such  instanoss,  a failure  to  use  the  offering 
circular  during  the  sales  effort  as  roqulred  ty  Rils  256(a)  was 


ir‘a  Violation  of 


1963  and  tho  other  in  1964.  The  IniUol  issue  involved  an  offeilng 
of  lOO.OM  shares  of  oosreon  stock  at  Sl.OO  per  share.  The  1964 


? ;sr.“s™ 
j SrSHssL. 


£-EsrSS"“E£ 
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tLrx  had  also  employed  uoflled  sales  literature  and  filed  a false 


the  security  of  the  debooturco. 


Ruin  ?60  {?nrci  2-A  Racort^ 


been  pillly  of  violations  In  selUnE  aottvitles  ulU  incjlainata 
itself  ly  filing  an  accurate  report  of  Fora  2-1.  It  la  not  difficult 


fact  the^  did,  and 
7,  the  lua  sf  | 


t Dierely  ocnpou/tfa  prior  diecioeuj 


'equest  public  hearln^c. 


lO  Comiaslon  with  o 


The  case  of  Hanllton  Oil  and  > 
vheroln  an  oxenptod  issuer  filed  a 


'f  Hajtilton  Oil  and  Oas  Conpaay  involved  a dual  p> 
The  Cont^ssion  vaa  seeking  to  detonsine  if  a tea* 


an  oueioptod  issue  of  Hasdlton  stoek.  a: 


latlng  to  the  alleged  violations  of  Regulation  A vill  be 
^5oo  page  77  of  Chapter  III. 

2“sa«illton  Oil  and  Cas  Company,  tto  S.E.C.  796. 
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Salting  October  of  1957*  ^ axenptlon  uae  reqceatod  ^ the 


$0,253.  The  total  issue,  therefare,  hod  a value  of  $299. S50. 


urats  ues  conplote  ss  of  June.  1955.  Investigation,  houaver.  re* 
voolod  that  the  unite  were  sold  through  a dealer  at  prices  ranging 


$0.50  per  share  and  subsequently  resold  at  $1.50  per  share  as  late 


as  Jo.->uary,  1959*  The  shares  resold  consUtuted  in  reality  a 
bailout  by  soma  of  the  original  eharoholdare. 

During  this  extended  eelling  period,  lettere  were  written  to 
public  ehareholders  uhioh  prosented  oompaiQr  projections  of  successful 


drilling  activities  and  proposed  a listing  on  the  Anerioan  Sxchange. 
The  Division  of  Corporetlon  finance  urged  that  the  previously 
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Hamilton  rdintaincd  that  tha  c^regate  ofTaring  price  did 


tain  pursona  who  purchased 


2(U) 


7 distribution  ty  allowing  the 


then  that  the  issuer's  clatn  of  a conpleted  distribution  by  reason 
of  the  initial  sales  was  unsupported  by  the  facts*  Ihio  is 
oapeeially  evident  in  view  of  the  Coaodssion's  definition  of  dis- 

pnblic  offering,  the  block  of  securiUea  is  dispersed  and  ulti- 
mately cones  to  rest  in  the  hands  of  the  investing  public."^ 


figure 
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On  the  basin  of  these  facts*  the  Coonission  acted,  In  July 
of  1961,  to  peroanontly  euopond  the  exemption  previously  granted 


stances  Eatigatad  against  the  appOicabHity  of  a particular  rule 
in  their  caso.^^  *he  Securltlos  and  Exchange  Consission,  however, 


to  that  body's  philosophy  relating  to  violations  of  the  pules  of 
disclosure  by  exempted  lesuers  which  file  under  Sagulation  A. 


teneo  of  any  miUgaUng  elroumstancee  la  the  partieular  ease  under 


5^Soo  Trail  Aire,  Incorporated,  91  S.B.C.  595. 
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thfl  full  re^jftration  process  hc^  been  inibmcUy  extended  to  Regu- 
lation 1 filings.  By  amsndJaont.  Initial  deficiencies  in  aaterial 


Comiiseion  has  seen  fit  to  vacate  its  original  eider  and  perait 
anenfxent  involved  errors  vhioh  Issuers  had  icade  in  good  faith. 


%llowata  Oil  Conpany,  39  S.E.C.  ytz. 
3^»iniam  TeU  Productions.  3B  S.B.C.  92. 
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Ic  ;:ove.-ber  of  1955,  WUliaa  Toll  Productions,  a Kew  Tort 


sxer.ptlon  was  cuspecdod  by  an  order  of  the  Csnsleslon.  It  the 


that  the  issuar  had  engaged  in  prsoatnro  sales  and  had  failed  to 
use  an  otfoiing  circular  In  relation  to  those  sales.  The  Connlaslon, 


instructions  ralatihE  to  tha  offering  of  its  securities,  ruled 


to  peroanently  suspend  an  excapUon  for  lees  serious  violations 
than  those  corailtted  l^r  Wlllian  Tell  Productions.  Ihe  case  of 


102  of  Chapter  IH. 


ade«5uate  to  provide  the  basis  for  sound  doelstone  ly  prospeetive 
investors.  In  the  case  oI  Vosrob  Oil.  the  Cocmlssion  lifted  a 


fade  252  bar  to  the  exasptlon  on  the  enjunds  that  the  injunction 


If  it  can  be  asaucied  that  issuers  guilty  of  clear  cut  violations 
are  unlikely  to  seek  recourse  to  public  hoarings,  the  low  number 


the  Ccitoisaion  has  applied  its  ceod-faith  error  p>^loaophy  apailngly. 
Theoretically,  the  Conalssion's  attitude  toward  snendzents  of 
aegulatlon  i filings  and  its  reluctance  to  vacate  suspension  orders 
once  issued  are  doalcnod  to  foster  more  honest  initial  disclosure. 

orders  issued  under  Sagulatlon  A since  1950.  however,  is  net  an 
accurate  measure  of  the  effect  of  these  policies  of  the  Cencslsslon 


HSPOsmos  0?  OiOESS  ISSUED 
INVDLVH)  i'UDL.C  SEAKIKSS 


Source:  Hiie  teUo  hue  been  conplleS 
rosanteS  i::  Chapters  HI  and  IV, 


BASIS  fOR  VACATED  C: 


Ccod*Faith  Error  ly  Issuer 
Disputed  Dlscloauro  Rule 

Relief  irom  Rule  2}Z  Bar 


sented  in  Chapters  1H  and  IV. 


ISZ 


speculation  in  nav  riineral  entni-piijes  uiU  have  n beaxlns  on  the 
current  nunbor  of  suspension  orders  issued  under  Segulation  A. 


chopCer  of  this  stud/,  certain  changes  in  the  notification  prccess 
viU  be  suggostod. 


emroptod  issuers  whioh  as  yet  ronains  unreported.  In  the  Ibllowins 


in  part  a basis  for  sobs  conclusions  rolating  to  current  adsdnis- 
trativo  practices  under  Sogulatlon  A,  and  also  fumlahes  useful 


CHAPTER 


S.'iSIC  CHAHACTERISnCS  0?  ISSUERS  WB3  VIOLATED 
TiE  HSCLOSURS  BSiUIW;ESTS  0?  !®3UUTI0S  A 


ClupUrs  111  and  IV  Invostliiatod  tha  afleotivcnoss  with  which 


resulation  should  he  posslhlo.  Pages 


of  this  chapter  present  additional 


67  cases 


vtteh  have  involved  public  hearings  hy  the  Cocnlaslon. 


Tho  larger 


18.7 


_R8paatlan.t.  IW'Ai 


vhieh  suoh  speculative  stocks  possessed. 


VSelAtlonr  hv  Security  Tvoa 


volved  in  adisinlstj 


.3  that  in  aljsast 
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debt  or  to  pay  preforred  etc'.n  dl\idonds  are  less  iiaporteBt  in  the 


VLoUtJe:i^_bY Qpraphieal  Ares 

It  will  be  reoalled  that  the  edniristration  of  the  provieions 
of  the  reeulatlon  is  initiallj  and  prtriarUy  the  reapooslbllit)'  of 
the  rejioiial  offloe.  The  repilation  stipulates  that  fllins 
take  plaee  in  that  regional  office  In  whose  Jurisdiction  th« 
najority  of  saes  oro  oontoonlatcitl . Table  XVni  reveals  ths 


will 


1S6 
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lABLs  ivn 


TYPE  or  SECUfaTY  OFFEREB 


63 

70 


KSOOUTTOSi 


VTOLATIOXS  BY  RSOIOSU.  OFFICE 


12 

3 

IJ 

15 


•Ragolatien  t suspansion  Older  was  part  of  a SecUon  8d  stop- 
order  proceodtng.  See  Lewishon  Copper  Corporation,  38  S.E.C.  264: 
li>n-C-OU  Corporation,  33  S.E.C.  333. 


epiled  froa 


primril/  a cfis- 


Potaction  of  Prior  to  ftiblie  Salea 


oXosura  statuta.  and  tha  rules  ani  regulations  evolved  under  it 
are  designed  to  protect  investors  fron  fraud  in  the  sale  of 


iiaeulaUon  1 filing  and  roviev  pro 
vecUng  the  sale  of  fraudulent  las 


Uie  rendning  55  of  the  65  applioat 


failed  to  prevent  fraudulent  sales. 


y have  also  failed  to  stop 


ent  issues  actually 
ailable  for  purchase 


55  fraudule 


rS9 


A5S  CF  ISSKSR  ISVOLVH)  IS  VIOUHON 
OF  SEOUUTIOK  A* 


13? 


lOOf 


•A50  at  tha  time  of  fiUne  for  the  Hegulatlon  i exemption. 


prasoiittrf  in  Chflpterem  and  IV.  Inforaation 


of  onrrent  regulatory  proeeduros  under  Bagulation  A.  lie  table 


is  thus  fbroed  to  vait  for  a oonslderablo  length  of  Uee  prior  to 
initiating  civil  artion  in  hie  o«i  bohalf  based  on  the  avltlonee  uhioh 


is  developed  by  the  Cosoisston  at  public  hearings. 
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DBTiCnOS  OP  REGUUnON  viounoHs 


Kot  *p?U«N.«* 
Total 


55 

s? 


84? 

lOOf 


tiki;  aiPssE  BEiwEra  fnisa  or  anracmon  ino 

TEE  ISSUAKSB  OP  THE  SUSPBISION  ORDER 


Koro  than  9 nonths 
Not  4vaiUbltf*» 


10 


10 


23 

1 


192 


193 


TS3LE  Xmi 


uxaswRiTiHo  vioiAHOKS  By  type 


Unfilod  SalOT  Xstorial  22  258 

Inacourata  Oral 

Rapresi/r.tatlooa  19  Saction  1?  of  the  1933  *ot 

Failuro  to  Dolivor 

Offortng  Cipcttlar  19  256 

*5ae  the  niloa  of  Re£ulotion  A in  Appendix  III- 

presontcd  in  Chapters  III  and  IV- 


isscers  to  meet  those  reouironents  lies  highlighted.  Thus  far  in 

sane  group  of  Issuers  here  beer.  riecn«sed  and  the  appropriate 
rules  of  Eec^otion  A hove  been  noted.  On  the  basis  of  the  pr^ 
ceeding  analysis,  it  can  he  shown  that  the  vast  sajority  of  those 

registration  involved  multiple  violations  of  tho  regulation's 


195 

oiUy  idna  instances  did  the  vioUtions  of  a sinele  rule  provide 


S'j— cf  T-.far-atjon  to  Those  Issuers  Who  Were  a 

analysis,  largely  presented  in  Chapters  III  and  IV,  at  those  6? 


Those  issuers  uhose  suspension  orders  required  edninistratlve 
hearings  prior  to  final  disposition  were  typically: 

(2)  still  in  the  pnoaotional  stage  of  developnent; 

(3)  conoentreted  in  the  extractive  industries  and  incorpor- 

W issuers  of  equity  securities  concentrating  their  sales 
effort  in  the  states  of  Sew  Tork,  California,  Washington,  and 


196 


pj»05  ;.'3t  InvolYlnr  Ve»rti'>^ 

Thu*  fa-,  all  ii-fomatlon  riattng  to  th«  violaUons  of  the 


provisions  of  Rule  261  of  Rsjulotlon  fl.  It  would  therefore  be 


197 


the 


relative  to  suspension  ordorn  insu-d  under  SoeulsUon  J.  lable 
HV  prosonts  data  showlnK  tho  ase  at  tho  ttmo  of  fmag  of  thosa 


etaiple.  The 


196 


ase,  thoM  fin«  vhloh  wars  a part  Bf  tl-.o  sar.pls  did 
not  diffar  zroatly  from  the  6?  ieauero  who  have  been  oansidered 


the  aaapio  is  attested  to  b/  the  fact  that  in  of  the  50  in- 


Recwlation  Jl. 
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ELAfSSD  SSTnTEI  TiZ  BSSINKraC  0?  SALES 
ASS  ISSUANCE  OF  SUSF!aSIO!l  OfSlBfl 
EOR  SAKPLEO  ISSUSfS 


Chsptare  ttt‘  iv,  and  V* 


F ISSUES  WHES  EOSK  1-A  KOITOCAEON  JILBB 

i of  Total 

^ ^ S of  Total  of  tho  67 

aara  U JOjS  (appiox.)  82f 

“ra  6 10<  (approx.)  16?! 


lUs  1 


ompiled  froB  tl 


I infon 


Itwcr'-  .-ooi-rapM_eAl  area  of  contmplmtd  sales 

Seforenoe  to  Table  xvm  on  paRs  18?  will  show  that  those 
iiros  which  were  a par^  to  pibllo  hoarings  orjered  ly  the  Con- 
alsslor.  exhibited  a certain  £oo;raphio  filing  pattern.  Much  the 

of  50  of  these  fitns  filed  in  the  Coiorciaslon's  regional  offices 

The  largo  nvobor  of  filings  ortginaUng  in  those  offices  both  in 

a logical  cutgrowth  of  the  fact  that  nearly  50  percent  of  the 

operations.  Jin  additional  factor  which  contrlbuteB  to  this 
filing  pattern  is  the  locitio-  of  the  mlnirg  exetonges  in  these 

issuers  by  providing  ready  acoess  to  fotential  investors  in  these 


Type  of  security  offered 


largely  to  the  sale  of  common  stock.  This  pattern  was  also 


reveals  that  there  was,  within  the  sample,  not  a single  issuer 
idle  attoDptod  to  sell  anything  other  than  common  stook.  Again 

alsecurtties  exchanges  which  handle  a large  vol^e  of  mining 


DJIA  BI  ISDUSTRI,  AREA,  AND  SBCURirf  TIPE 
fOI)  SANPLiS  ISSUERS 


V 


17 


20f 

y>f. 


Q^frraDhiEfll  Arga 

Far  Hast 


50  100? 


•BasicaUo'  retail  or  cuatono-  ortoirted  itnos. 


Bcurcei  This  table  t 
presented  in  Chapters  III, 


ajaeasa-SM 


VloUUcpn» 


Tsblo  KVIl  downstrUes  that 
jority  of  offortng  oircular  deftcif 


among  tho  sanplod  flmo  a ma- 
noiee  omtors  around  the  failuro 


B,  C,  and  Items  9 airl  11  of  the  Schedule  1 Offering  Circular  Fora. 
Among  tbs  sanplol  films  there  vere  j6  violaUor»a  of  these  items 


by  29  individual  issuers.  The  table  further  indioates  that  S3 


guilty  of  disclosure  deficiencies  vith  respect  to  thess  sane  items. 
Itens  SA,  B,  and  C of  Schedule  1 provide  valuable  information 


atv  prodoction  has  occurred,  production  records  are  also  required. 
Item  SB  demands  tho  presentation  of  luioh  tho  sane  infomation  by 
issuers  in  tbe  oil  industry.  Iten  60  is  directed  at  industrial 


The  value  of  tho  above  information  to  prospective  purchasers 


by  edthor  tho  firms  sampled  or  the  6?  oases  revioa-ed  is  meaningful. 
This  failuro  is  especially  tigniKeant  in  vIoh  of  the  fact  that 
of  violators  in  both  groups  activaly  sold  tho  isauo 


ejoilty 


116-1 


orfertne  clrculsrs.  In  22  instances.  Hale  2^,  relating  tc  the 
tiling  of  sales  nateriali  vas  violated  those  issuers  in  22 


oases.  These  sane  firms  failed  to  file  sales  reports  as  required 
h;  Rule  260  in  IJ  instances. 


of  the  roguifltion  wore  also  frequent.  Table  HVII  ehows  that 
vhllo  violations  of  Buies  256  aid  258  involved  sone  2t  fines. 


ippllcabllltv  of  Sannled  Data 

contest  tcmporaiy  euspansion  orders  suggest  that  this  larger 
imlverso  of  cases  does  not  differ  greatly  froe  tho  6?  oases  vhich 
have  been  speolftcolly  reviewed.  Iho  data  which  were  taken  from 

have  bean  collected  from  tho  6?  cases  whioh  involved  public  hearings. 
The  limited  infoiwation  available  on  the  sampled  firms  results 
from  tho  abbreviated  reporting  technique  utilised  ly  tho  Coteslssion 
in  disposing  of  unoonteated  suspension  orders.  Kowovor,  dospits 
tho  limited  sample  data  available,  the  use  of  the  semi^e 


207 


iastuers  involved  in  pntkLic  hoeringe  ere  fairly  typical  of  the 
^pee  of  violations  evldenoed  ty  the  673  issuers  received  sus- 


of  this  Binilarlty,  the  daU  conidlod  in  rolaUon  to  those  6? 
reported  cases  can  be  used  as  a basis  for  certain  recomendations 


in  tho  following  ohapter. 


Viounoxs  PHSEfT  IH  SjUIPLE  D-AH  as  miAIE)  TO 
NOnnCATIOK  K)R'J,  OFfERIHC  CIRCULARS,  AKC  RULES 

Kanber  of  Humber  ^ of  Total  Cuaes  Involving 
Sanplo  of  flnns  Sampled  This  Type  of 
nolatlons  Involved  Pima  Violation 

Betificatlon  Fern 

ItCT  2 6 25  5C*  57i 

Item  8 7 

Item  11  18 


56 

40 


29  58j6 


63^ 


Rules 

Rules  256.  258  42  24  46)1  51# 


74{S 


presented  in  Chapters  III, 


CHAPTER  VI 
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during  ths  sales  eflbrt. 


partii-lpate  in  ai^  other  Bognlalion  * issue  for  a fiv&.year 
period.  This  ^r  no  doubt  dissuades  larger  unJenrriters  from  the 

depart&ont. 

^dpdnigtrstiort  of  the  ftrgulaticn  and  the  Llsritcd  Investennt 

Currant  regulation  has  dona  little  to  foster  the  dovalopmont 
of  an  extensive  and  florihle  rwrkot  fbr  snail  Issues.  The  result, 


^-See  Funeral  Rssarve  System,  Hlstorte  Chart  IfaBk,  pp.  56  - 99. 
vhlch  sbovs  an  Inereass  in  ubolesale  prices  of  more  than  two  tinss 


Hm 


(2)  Regional  parsomiel  should  aorvo  a training  period  at 
the  Branch  of  Small  laausc  in  order  to  footer  consistency  in 
adidniotration  among  the  regional  offices. 

trative  reality. 


niad  by 


provides  information  vhioh  ie  prinarlly  useful  to  the  Comndssion 


{2) 


all  promotional 


iesuee,  Investications 
at  the  regional  level  should  be  made  to  physically  Inspoot  assets 


furnish  financiol  statements  in  rospanse  to  Itom  11(b)  of  Schedule 
I,  1*0  ConudsBien  should  require  that  suoh  statements  be  eortified 
by  an  independent  public  accountant- 


technique  sn)  filing  requireaients,  oort^n  rule  revlsienc  would 


(1)  Rule  254  should  bo  revised  to  allow  an  emenptlon  of 
Jl, 000,000  for  iosuort  with  a histoiy  of  three  years  of  pro 
operation.  The  $300,000  liRiitation  should  be  retained  for  ' 


(2)  Rule  255  Bhculd  be  revised  to  provido  for  a pe:io> 


a fi table 
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(3)  Rjle  256(e)  should  be  revised  so  as  to  require  tha  up- 


enteirrlsos  iind  thweelves  more  likely  viotlBs  of  short  ru 


videly  publicised  and  readily  available  to  prospective  ihvestorSi 
while  tha  offerine  ciroulur  is  rony  tines  the  cole  source  of 

(h)  Buie  260  should  be  revised  so  as  to  state  that  in  all 
cases  in  which  the  FBin  2-A  sales  report  is  not  filed,  an  Ijraie- 


Statutorv  Chaonen 

As  a consequonoe  of  the  chances  eucsested  in  Rule  and  in 


order  to  provide  smU  issuers  with  a suitable  quantity  of  invest- 


$1,000,000,  The  rulos  of  tho  Covnission  oould  then  bo  ap^ed  so 


S3  to  provide  ttus  new  Unit  in  the  ease  of  soasontd  issuers,  and 
tha  lower  $300,000  Unit  for  promotional  entorpiiscs.^5 


threo  years  prior  to  filing  u/dor  Regulation  A. 


on  of  civil  UablUtlej  Into  tho  »xiwot»j  «r«« 

CurnsiTt  rogolsUon  fails  to  attond  s civil  ilabiUty  for 


UablliUss  associated  with  SecUon  11  of  the  W33  ict  are  Hade 

In  Chapter  II,  exoorpts  from  KR5OOI  were  quoted.^®  This  pro- 
posed loglalatlon  would  havo  not  only  raisod  the  Jb  exemption  to 
$JOC,aOO,  but  would  have  also  provided  for  the  extension  of  tbs 
civil  UabiUties  referred  to  above  into  the  area  of  small  issues 


sold  undor  {Regulation  A,  Had  this  bill  become  law,  many  of  the 
violations  reported  in  Cliaplors  III  and  IV  would  have  involved  the 
porpotrators  of  those  frauds  In  clv^l  liabilities.  Currently, 


ErtnndoJ  rocortlnp  by  Issuers 


many  instances,  this  latter  report  is  the  last  truly  public 


Chspto 


page  55- 
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ir  iindsnirltlnij 


supcrvlEcd, 


Of  Uie  four  rulo  ehonges  uhieh  v«r«  sogeested,  tbree  could  be 
acMoved  with  Uttaa  dlmculty.  Ruls  254  changes  would  occur 


See tic 


only  a snail 
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tail  ic  file  sales  reports  Is  unlikely  to  occur.  Such  Investi- 
gations desand  resouraes  and  personnel  which  ars  persently  inade- 
quate and,  as  previously  nentionod,  are  unlikely  to  ho  increased. 


Section  ■»>  Eves.Dtlen 

Tho  hoarlnge  whioh  took  place  before  the  House  Coaadttee  on 


also  of  tho  Section  3b  eaeaptic 


considerable 


to  bo  little  mononbun  operating  to  cauoo  tho  Coniniseion  to  reverse 

differ  eignifioantly  from  a Fom  S-1  regletistion. 

Seportinr!  Under  Rerulatlon  i 

There  is  sopie  reel  hope  that  inoreeeed  reporting  ty  Regulation 
* flmc  will  bo  forthooKlng.  The  ComisBlon  bao  reeontly  moved 
to  a new  facility  in  hasfaington  and,  for  the  first  tine,  has  its 
own  electronic  data  proceaslne  oquijir.ent,  Tho  eiletoneo  of  this 
capabili^  and  its  use  in  handUDg  routine  reporting  of  tho  lOK 


fiongrescional  action  ere  unlikoly  to  occur  in  the  short  run.  Tho 


botwcon  exempted  and  reglatorod  issues,  and  in  so  doing,  disregard 
both  original  logislatlve  intent  and  Comaicsion  philosophy. 


would  moasurahly  improve  tho  huality  of  disclosure 


by  exmapted 


minis 


closure  witJdn  the  esleting  franeuorlc  of  Regulation  A.^ 

It  is  eeident  that,  as  the  nunber  of  filings  decreases  and 
the  historically  inadoquete  resources  of  the  regional  office  are 


brought  mre  in  line  with  Regulation  A deieanis,  Rore  inten^ve 
investigations  Day  be  aitcnpied.  In  this  case,  sorae  of  the  ox* 
plieit  changes  in  rules  and  adsdnietrative  techniques  vdiich  were 


outside  of  the  explicit  denande  of  the  regulation  in  order  to 
safeguard  the  interests  of  investors.  Reforenee  to  the  case  of 


Even  though  Schedule  I Bakes  no  specific  denand  for  this  typo  of 


violation  of  Rule  256(e)  in  failing  to  disclose  such  liUgation. 
Regulation  A Rule  256(e)  prohibits  the  uso  of  any  offering  cir- 
cular which  is  false  and  oleleadlng  in  tho  light  of  existing 


^Sec  Tabic  I,  Chapter  I. 

^^Ceirex  of  Arisona,  HO  S.E.C.  919. 


ngful  *! 


boonci  by  the  Scheduls  I dls- 
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has  bean  ibunb  wanting  in  sanf  respacia.  Kowavor,  ourrant  trenOa 
appear  to  bo  reduoing  the  irtportanco  of  the  exaaption  and  nimul- 
taneoual;  ineroasing  tba  ability  of  the  regulation  as  Ibmulatel 
to  elicit  msaningful  diaolosuras  ty  exempted  issuers. 


ilF?ENCICES 


jlPPEiDIX 


SECURITIQ  JIUU  SXCHAHOE  COISSSIOU 


REdSTRATIOH  STAIH-IEST 
UHBER 

IHB  SEOUfiinES  >W  OF  I933 


(Exact  najr;ft  of  pogietraat  aa  specified  is  charter) 


(Addreeo  of  principal  exeoutiva  offices) 


(Kane 


CALOUUnOS  OF  RBasIRAnOH  Fii8 
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OffiERfiL  IM3TBieTI0!:3 


Attantlen  is  dirootod  to  Iho  Osmeral  ftiles  and  Rogulatlons 
undos  ths  Act,  particularly  those  comprising  Rsgulation  C.  That 
rogulation  contains  general  roquiratonts  regorting  the  preparation 
and  filing  of  the  registration  etateioent,  Ihe  definitions  con- 


tained in  ftjlo  405  should  be  especially  noted, 
c.  Bcguinents  Comortalna  Reristratlon  Statcr.ent. 

The  registration  atat«sent  shal’  consist  of  the  facing  sheet 
of  the  fora,  the  prospeetus  contaning  the  Infbrnation  epocifiod 
in  Part  I,  the  inforaation  called  for  ly  Part  II,  the  undortaldng 

financial  statcnonts  and  oxhibits  and  any  other  prospeetus,  infor- 


aro  rsqulrsd  or  which  the 


regiatrant  nay  flic  as  a part  of  ths  registration  statement. 


answers  to  any  itesi  nay  be  onittod. 

in  any  part  of  ths  prospeotua  ne»d  not  be  dupUcatob  elsewhere  in 
the  piospectus.  Whore  it  is  docsicd  neoessary  or  deslrabls  to 
oell  attention  to  saoh  Infornation  in  more  then  one  part  of  the 
prospeotuo,  this  nay  be  accooplished  by  appropriate  cross  reference. 
In  lieu  of  restating  infonuatlon  in  the  fbm  of  notes  to  the 


financial  statcnonts.  references  should  be  laade  to  other  parts 
of  the  prospectus  where  such  infOTsaation  is  set  forth. 


E.  Forelm  Subsidiaries. 

Infbisaation  roquirod  by  ary  iten  or  other  requiroicnt  of  this 
form  with  respect  to  any  foreign  subsidiary  nay  be  OFdtted  to 
the  extent  that  the  required  disclosure  would  be  detrinental  to 


sub^diaries  onittod  shall  be  saparatoly  fun^shed.  The  Cosaslssion 


shall  also  include  the  infemation  which  would  be  required  by 


being  rogie 
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):FOK<mOX  RB3UIRH)  IW  PBOSPB^US. 


(b)  Stats  brisfly  the  discounts  and  ccmlssions  to  be  allowed 


(c)  Outline  briefly  the  plan  of  distribution  of  ar^  socurltlos 
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State  the  principal  purposes  for  which  the  net  proceeds  to 
the  registrant  frota  the  securities  to  he  oPfered  are  intended  to 
ho  usedi  and  the  apprcxljBate  arount  intended  to  be  used  for  each 


238 


Itcn  6.  Suiirarv  of  €arnlnes. 

Furnish  In  coapatsUve  columnar  form  a summary  of  earnings 

consoUdatsd,  or  both,  as  appropriate,  for  each  of  the  last  five 
fiscal  years  of  the  registrant  (or  for  the  life  of  the  registrant 

latest  balanoe  sheet  furnished,  and  for  the  corresponding  period 
of  the  preceding  fiscal  year.  In  connection  ulth  such  sumiiary, 
Hhenever  necessary,  reflect  information  or  explanation  of  naterial 
slgnltlcanco  to  investors  in  appraising  the  results  shown,  or 
refer  to  such  Infomitlon  or  explanation  set  forth  elsowhore  in 


iten  ?.  Organisation  of  rofietrant. 

State  the  year  in  which  the  registrant  was  organised,  its 
fona  of  orjardsatlon  (auch  as  "f  corporation,"  "An  unincorporated 


Item  B.  Parents  of  Rortstr.mt. 

Idst  all  parents  of  the  registrarit  showing 


of  voting 
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Itaa  9,  DosGriptlon  of  Baalncgs. 

(a)  Brlefl}’  doacrlbe  the  bosinesa  dons  and  Intended  to  be 
done  tv  the  rogtetrant  and  Its  sbbsidlaiios  and  tbe  general 
developtsnt  of  such  business  during  the  past  five  years.  If  tbs 
business  consists  of  the  production  or  distribution  of  different 
kinds  of  products  or  tho  rendering  cf  different  kinds  of  aeralces, 
Indicate,  insofar  as  praetioable,  the  relative  Importance  of 
each  product  or  seriics  or  class  of  sludlar  products  or  sorvioBS 
which  contributed  IJ  percent  or  mere  to  tho  gross  volume  of 
buslnese  done  during  tlie  last  fiscal  year. 

(b)  Indicate  briefly,  to  tho  extent  material,  the  general 
oonpotitive  conditions  In  the  Industry  in  Hlleh  the  registrant 
and  its  subsidiailes  are  engaged  or  intend  to  engage,  and  the 
position  of  the  enterprise  in  the  industry.  If  several  products 

to  tbe  principal  products  or  servlcea  or  elassos  of  products  or 


Item  10.  .CeacribUon  of  Proportv. 

State  briefly  the  location  and  general  character  of  the  prin- 
cipal planta,  slnea  and  other  materially  important  physical  pro- 
perties of  the  registrant  and  its  subsidiaries.  If  any  such 
property  is  rrot  held  in  fee  or  is  held  subject  to  any  major  oncum- 
branoo,  ao  state  and  briefly  describe  hew  held. 

Item  U.  Orcanisatlon  within  S Tears. 


following 


of  anything  of  value  Cinoludlng  non®f,  proper^,  oontracts,  options 
or  lights  of  any  klnd^  reooived  or  to  ba  received  ly  each  promoter 
directly  or  indirecOy  from  the  roglrtrant,  end  the  nature  and 

is  defined  in  Kulo  40^. 

(b)  As  to  any  assets  acquired  or  to  be  acquired  ty  the  r> 
glstrenl  from  a promoter,  state  the  amount  at  which  acquired  or 
to  be  acquired  aod  the  principle  ibllowed  or  to  be  followed  in 
detominlsg  the  anount.  Identify  the  persons  aaldng  the  deter- 


If  tho  assets  were  acquired  ty  the  promoter 
prior  to  thmr  tranefor  to  thei  registrant,  state 


Item  12.  _Perdint  Legal  Proecgllpa. 

Briefly  describe  any  material  pending  legal  proceedings  other 

which  tho  registrant  or  any  of  its  subsidiaries  is  a party  or 

of  the  court  or  agonoy  in  whioh  the  proceedings  are  pending,  the 
date  instituted  and  the  principal  parties  thereto.  Include 
similar  infdzmation  as  to  any  such  proceedings  known  to  bs 
contemplated  ^ govcrnmontol  authorities. 

Item  13.  Capital  Stock  Being  Hocistered. 

If  capital  stock  is  being  rogistcrod,  state  the  title  of 


fcllowing  inTow^tion! 


M OuUine  briefly  (1)  aividend  rights:  (2)  voUog  rights: 
(3)  liquidation  rights:  {4)  pre-enpUve  rights:  (j)  conversion 
rights:  (6)  redemption  provisions:  (7)  slnldng  fond  provisions: 
(8)  liability  to  further  calls  or  assessBcnt  ly  the  registrant. 

(b)  If  the  rights  of  holders  of  such  stock  nay  be  nodiflod 
otherwise  than  by  a vote  of  a rajority  or  nore  of  the  sharos 
outstanding,  voting  as  a class,  so  state  and  briefly  explain* 

(e)  Outline  briefly  any  restriction  on  the  rapurohase  or 
rodenption  of  shares  by  the  registrant  while  there  is  any 
arrearage  in  the  payment  of  dividends  or  slnldng  fund  install- 
ments. If  tbero  lE  no  such  restriction,  so  state. 

Item  lb,  Lonr-Torm  Debt  Boinp  Rorirtered. 

If  long-term  debt  is  being  reristered,  outline  briefly  such 
of  the  following  as  are  relevant i 

redocptlon,  amortisation,  sinking  fund  or  rotiroment. 

(b)  Provisions  with  respect  to  the  kind  and  priority  of  any 
lien  securing  tho  issue,  together  with  a brief  idontlfieaUbn  of 
the  principal  properties  subject  to  such  Hen. 

or  maintenance  of  reserves  or  tho  nalntonanoo  of  properties, 
additional  securities,  tho  withdrawal  of  cash  deposited  egalest 


sdlfic 
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the  terns  of  the  security*  and  siniler  provisions* 

rdationship  tiitb  the  roglstrnnt  or  any  of  its  affmates:  the 
percentage  of  seaiuitios  of  the  olass  nocessaiy  to  raiulpa  the 
tnistoe  to  take  action  and  what  ireiaonification  the  tnietoe  may 

and  whether  or  not  any  peiiodie  evidence  is  required  to  be  fur- 
tejTis  of  the  indenture. 

Itejl  It.  Other  Securities  Beina  Rorlctercd. 

If  securities  other  than  capital  stock  or  long>tero  debt 
are  being  registered,  outline  briefly  the  lights  evidenood  therety. 
If  subscription  warrants  or  rights  are  being  regLatorod,  state 
the  title  and  aiaount  of  eecuritles  called  fbr,  the  period  during 

;ton  Id.  Director?  and  foo.;ut^Oxap^. 

List  tbs  naofla  of  all  directors  snd  executive  officers  of 

axeoutive  officers.  Indicate  all  positions  and  offices  with  the 
regietrant  held  by  each  person  naned,  and  the  principal  occupations 

Iton  17.  Honuncration  of  Directors  nivl  Qfltcwi. 

(a)  Furnish  tbo  following  Inlbinatlon  in  substantially  the 


i*urchasa  Sftourltlc 


Itm  la.  Options  to 

F\imiah  tha  loUoving  information  as  to  options  to  purchase 
sacuiitles  frcm  tbs  registrant  or  ary  of  its  suhsldiartos,  which 
are  outstanding  as  of  a speoilied  date  ulthin  30  days  prior  to 

(a)  Describe  the  options,  stating  the  material  previsions 
including  tho  consideration  received  and  to  be  rccoived  for  such 
options  tp  the  grantor  thereof  aj^  the  market  value  of  the 
aocuriUos  called  for  on  the  granting  date.  If  however,  the 

421  of  the  Internal  fievenue  Cods  of  195^  only  the  following  is 
requlrod!  (i)  a statenent  to  that  effect,  (il)  a brief  description 
of  tho  toms  aid  conjitlons  of  the  options  or  of  tho  plan  pur- 
suant to  which  th^  were  issued,  and  (iii)  a stateeLsnt  of  the 
provisions  of  the  plan  or  options  with  respoct  to  the  relationship 
between  the  option  price  and  the  market  price  of  the  securities 
at  the  date  when  the  options  were  granted,  or  with  rospeet  to 
the  terns  of  any  variable  piioo  option. 

called  Ibr  and  tho  expiration  dates  of  such  options!  and  (UlJ 
the  naritet  value  of  the  securitlos  called  for  by  such  options  as 
of  the  latest  pjcctieable  date. 

Co)  Furnish  sopcrately  the  infoncation  called  Ibr  ky  para- 
graph Cb)  above  for  all  options  held  by  (i)  each  dirootor  or 
officer  named  in  answer  to  paragraph  (a)(i)  of  Item  1?  naming  each 


and  (ii)  ai 


Iten  19.  PrlnelPil  Haldet 


-Swvuitlgs. 


?imdsh  the  fellot/ing  infornetton  as  of  a specified  date 
within  90  days  prior  to  the  date  of  filing  in  substantially  the 
tabular  fom  indicated: 

(a)  Is  to  the  voting  securities  of  the  registrant  owned  of 
record  or  bonoficially  ty  each  person  who  owns  of  record,  or  is 
knovm  by  the  registiant  to  own  beneiicially,  more  than  10  percent 

securities  ars  owned  both  of  rocotd  and  benoflclally,  or  record 
only,  or  beneficially  only,  and  show  In  Columns  (b)  snd  (j) 


<b)  As  to  each  class  of  equity  socurittoe  of  the  registrant 
or  any  of  its  parents  or  subsidiarieo,  other  than  directors' 
qualifying  siares,  beneficially  owned  directly  or  indirectly  ty 
all  directors  and  officers  of  tho  registrant,  as  a group,  without 


Item  ao.  Interest  of  Kanaaocent  and  Others  in  Certain  Transrctlons. 
describe  briefly,  and  where  practicahle  state  the  appro^doato 

the  following  persons  in  any  material  transactions  during  the  last 
three  years,  or  in  any  material  proposed  transactions  to  which  tho 
registrant  or  any  of  its  suhsldiarlee  was,  or  is  to  be,  a party: 


(a)  Any  dir 


(b)  Any 

(e)  Any 


19(a)i 


except  as  provided  in  paragraphs  (a)  and  (b)  boIOHi 

<a)  ill  schedules  to  balance  sheets  and  profit  and  loss 
statements  may  he  onitted  from  the  prospectus  except  (Ij  those 
prepared  in  accordance  ulth  Buies  12  - 16  and  12  - yi  of  iiecu- 

and  loss  statoaonts  included  in  the  prospectus,  and  (2)  those 
prepared  in  accordance  with  Rules  12  - 27  in  Regulations  S - X 
vhioh  are  applioabla  to  a company's  latest  balance  sheet  included 
in  the  prospectus,  ill  historical  information  required  by  Part 
E of  the  Instructions  as  to  Financial  Statements  may  also  be 


omittod  from  the  prespootus. 

(b)  If  either  the  profit  and  loss  or  earned  surplus  state- 
ments required  are  included  in  their  entirety  in  the  sutnmary  of 
earnings  rrquirod  by  Item  6,  the  statements  so  included  need  not 
be  otherviso  included  in  the  prospootuo  or  elsewhere  in  the 
registration  statement. 


PiRT  II.  IHfOIKtTlOX  IPT  RSaUIRED  IH  FIPSPICTOS 
Item  22.  Hariceting  irranseronts. 


following  purpos 


of  oonsidaration  reoaived  Ijy  the  ra^strant. 

Coiwideelon  under  which  execiptioh  fzon  regiGtration  wsa  cXnlmed  and 
atate  briefiy  the  facts  relied  upon  to  make  the  ewefflption  aTGllabloi 

Iten  27._.Subcl<llailc5_of  the  tertstrant. 

Furnish  a list  or  diaeran  of  aU  subeidiarlee  of  the  regis- 
trant, and  as  to  each  such  subsidiary  indicate  (1]  the  State  or 

{2)  the  percentage  of  voting  securities  ovmed  or  other  basis  of 
control,  ty  its  imediate  parent,  designate  (i)  subsidiaries 
for  which  separate  financial  statesents  are  med!  (il)  sub- 
sidiaries included  in  group  financial  statements  filed  for  uncon- 
solidated subsidiaid.es;  and  (iii)  subsidiaries  for  which  no  financial 
statements  are  filed,  indicating  briefly  why  stateaents  of  such 
subsidiaries  are  not  filed. 

Item  a.  .Franchises  and  Copeoaeian. 

State  briefly  the  general  effect  of  all  naterial  franohisos 
and  concessions  held  by  the  registrant  and  its  subsidiazlss, 

Item  M.  Indg-nificatton  of  Plreoters  ind  Officers. 

State  the  general  effect  of  any  charter  provision,  by-law, 

of  the  registrant  ic  insured  or  indemnified  in  any  manner  against 


liability 
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19  . 


(Saglstrant) 


(SlGnature  and  Title) 

Pursuant  to  the  rcqulrsnents  of  the  Seeurlttes  lot  of  1933i 
this  raglstratloR  statoncsit  has  bean  signed  belou  by  the 
foUoulne  persons  in  the  capasltlos  and  on  the  dates  indicated. 


(Signature) 


(Title) 


(Date) 


IMSTfttICnOHS  AS  TO  ECNASCIilL  SIATSSiTS 
IhcsB  instructions  speoliy  tho  balance  sheets  and  profit 
and  loss  statments  required  to  bo  filed  as  a part  of  the  reels- 
tratioD  statanent  on  this  fern.  Rogulation  S - X governs  the 
certification,  fom  and  content  of  such  balance  dieets  and 

and  procotlboe  the  etataeents  of  surplus  and  the  schedules  to 
be  filed  in  support  theroof,  Iteu  21(a)  above  specifies  the 
statenents  uhich  are  to  be  included  in  the  prospectua.  Attention 
ia  directed  to  Rule  411(b)  regarding  incorporation  be  reference 
of  financial  statsaents. 


A.  BiE  MalSTRAUT 

(a)  ihe  reglstient  shall  file  a balance  sheet  as  of  a date 
within  90  days  prior  to  the  date  of  filinB  the  roglctratlon 
statesflent.  This  balance  aheet  need  not  be  oertified*  If  all 

(1)  The  registrant  files  annual  and  othor  reports 

1934; 
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egistrant  and  its  sub. 


(2)  The 

sldiarias,  as  shown  by  the  latest  consolidated  balar 
filed,  loss  any  valuation  or  qualifying  rosorvoe,  as 
$5,000,000  or  sore,  exclusive  of  intanglblos;  and 
0)  Ko  lor,g-ten«  debt  of  the  registrant  is  in 
as  to  principal,  interest  or  sinliing  fund  provisions 
(b)  If  tho  balance  shoot  roquirod  b/  paragraph  (a) 
oerUfied,  tboro  shall  be  filed  in  addiUon  a oortified 


registrant  has  ended  within  90  days  prior  to  the  date  of  filing. 


2.  Profit  and  loss  Statemants  of  tho  Ronlstrant. 

The  re&Lstrant  ahaU  file  a profit  and  loss  etatesient  for  oaoh 

sheet  filed,  and  for  the  period,  if  any,  between  tho  close  of  tho 
latest  of  such  fiscal  years  aid  tho  date  of  tho  latest  balance 
filed.  Thsse  statereenta  shall  bo  oortified  up  to  the  date  of  the 
latest  certified  balance  sheet  filed. 

3-  Omission  of  Reristrant's  fitatenants  in  Certain  Caaag. 

Notwithstanding  Instructions  1 and  2,  the  individual  financial 
statefflonts  of  the  registrant  nay  bo  oiilttod  if  (1)  conoolldated 
statoments  of  the  rogiotrant  and  one  or  more  of  its  eubaidiarias 
are  filed,  (2)  tho  conditions  specified  in  either  of  tho  following 


B.  COKSOIZBATO)  STATBXBilS 

There  shall  he  filed  a ooncoUdetsd  balance  abeet  of  the 

balance  sheet  of  the  registrant  filed  pursuant  to  Instruction  !• 
The  consolidated  balanoo  sheet  shaU  be  cerUfisd  if  the  regis- 
trant's balance  sheets  are  oeitted  pursuant  to  Instruction  3,  the 
consoUdated  balance  sheets  filed  shall  be  ss  of  the  sans  dates  as 
the  balance  sheets  of  the  registrant  vould  ba  required  and  shall 
be  certified  if  the  corresfoeding  balance  sheet  of  the  registrant 


subsidie 
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bo  filed  fer  each  such  person  the  financial  Btatacenta  whioh  uould 
be  required  if  it  were  a registrant!  The  stat^eents  filed  Ibr 
each  such  person  shall  identiJV  the  other  single  interest. 

6.  pBiBsiQn  of  Statenenta  in  Certain  Cases. 

NotHithstsnding  Instructions  6 and  7,  there  nay  be  omitted 
fron  the  re^stratlon  stateaent  all  financial  statoiento  of  aiv 

atateaenta  are  so  oicittedi  considered  in  the  aggregate  as  a 

9.  Iffillatos  Vihose  Securities  Secure  an  Issue  Being  Reelstered. 

(a)  For  each  afflUate,  socuiitioc  of  which  oenstitute  or 
are  to  constitute  a substantial  portion  of  the  collateral  securing 
any  class  of  socuriUes  being  reriaMTsd,  there  shaU  be  filai 
the  finaneial  statements  that  would  be  required  if  the  affiUate 
ware  a regletrant. 

(b)  fbr  the  purpose  of  tils  instruction,  securities  of  a 
coUatoKa  if  the  aggregate  prlnclisl  amount,  par  value,  or  book 

D.  SPfCljSL  PBVISIOKS 

<a)  If  during  the  period  for  wMeh  its  profit  and  loss 
statements  sre  required,  the  registrant  has  emerged  from  a 


specifiod 


E.  HISTORICa.  nNMCIfi,  IKFOEIAHOK 


(o)  No  infopiation  noad  t»  fimdohad  ulth  respect  to  any 
revaluation  ontiy  vMeh  was  subeequontly  revorsod  or  »ltb  respeot 

16.  Capital  Shares. 

(a)  If  there  wore  any  natorlal  restateoente  of  capital  sbaree 
vhioh  resulted  in  transforo  from  capital  share  liability  to  sur- 
plus or  reserve,  state  the  ainount  of  each  such  restatsaent  and 

all  related  entries.  No  statonont  need  be  laade  as  to  reatatementa 
resulting  from  the  declaration  of  share  dividends. 

(b)  If  there  was  an  original  issue  of  capital  sharos.  any 
part  of  tho  proceeds  of  whloh  was  oredited  to  accounts  other  than 
oapital  share  acoounts.  state  the  title  of  the  class,  tho  accounts 
and  the  respeotive  amounts  credited  thereto. 

17.  Debt  Ulscount  and  Eepanso  Written  Off. 

If  ar^  material  amount  of  debt  discount  and  expense,  on 
long-term  debt  still  outstanding,  was  written  off  earlier  than 
as  required  under  any  periodic  amortisation  plan,  give  tho  following 
information:  (1)  title  of  tbo  soourltles,  (z)  date  of  tho  write- 

off. 0)  amount  written  off,  and  (b)  to  what  account  charged. 

IS.  Pforiuos  and  Discount  and  Sxnanse  on  Securities  Rotlred. 

or  there  remained,  et  the  lime  of  retiranent,  a material  ajqount 
of  unamortised  discount  and  expense  appiicablo  to  tho  securities 
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of  ths  resistrant  or  of  a predeoessor  for  which  InfCimation  Is 
reriuirod  above. 

one  or  noro  unoonsolidated  aubsldiflrios  for  whloh  separate  finan- 
olal  Btctenenta  are  fUed  if  aU  BUhsldiariea  for  which  the  Infor- 
natiOB  ±B  so  onltted>  oonsidored  in  ths  aggregate  as  a single 
BUfaaidiary,  would  not  eonstltuts  a significant  subBidi&iy. 

(o)  Only  the  InforioatioD  Bpeoified  in  lostruotion  15  need 

ijMsdiataly  prior  to  the  date  of  Buceession  thereto  by  a person 
for  which  infumation  is  requirodi  the  predocessor  or  BUbsidiaty 
wan  involved  in  insolvsnoy  proceedings. 

IKSTBaCTIOSS  iS  TO  StHIBIlS 

Subjoot  to  the  rules  rogtidiiig  incorporation  ly  reforenot, 
the  ftollowing  eifcibits  shall  bo  filed  as  a part  of  the  regis- 
tration atatccicnt.  Bxhibita  shall  bs  appropriately  lettered  or 
numbered  fbr  oonvaniant  rafaronco.  ExhibitB  Incorporated  by 
reference  oBy  bear  the  designation  given  in  the  previoos  filing. 
Where  cjddblts  are  incorporated  by  roferenoo,  the  reference  shall 
be  made  in  the  list  of  exhibits  called  for  ly  Itoa  31. 

1.  Copies  of  each  underwriting  contract  with  a principal 

underwriting  or  seHing  group  agroesaast  or  letter  pursuant  to 
wMoh  the  scourities  being  rogisterad  are  to  bo  distrlbutod  or. 
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2.  Cojdes  of  aay  plan  of  acquisition,  rsarganisation,  re- 
adjustnsnt  or  suocosfiion  deaoribed  in  ansver  to  Ita»  9,  or  12. 

3.  Copies  of  tho  charter  and  by-laws  or  instruaents  corres- 
ponSin^;  thereto  as  presently  in  effect. 

4.  (a)  Spedreons  or  copies  of  all  seoorltioa  being  rogis- 
torod  hereunder  and  ooples  of  all  constituent  instruaents  defining 
the  eights  of  holders  of  long-term  debt  of  the  re^strsnt  and  of 
all  eubsidiarles  for  which  consolidated  or  unconsolidated  finan- 
cial stctoiaents  arc  raquirod  to  be  filed. 

nsnts  with  reepoot  to  long-tona  debt  not  being  registered  here- 
under if  the  total  amount  of  securities  authadted  thereunder 
does  not  axocod  5 percent  of  tho  total  assets  of  the  registrant 
and  its  subsidiaiios  on  a oonsolidatod  baeie  and  if  there  is 
filed  an  agreonont  to  furnish  a oojv  of  sucii  instrument  to  the 
Commission  upon  rduosti  (2)  any  instrument  with  respect  to  any 
class  of  seouzitiee  if  appropriate  steps  to  assure  the  redemptien 
or  rotlronent  of  such  class  will  bo  taken  prior  to  or  upon 
delivery  by  the  registrant  of  tho  soouritlos  bolng  registored,  or 
(3)  copies  of  instrument  evidencing  scrip  cortifioatos  for  fractions 

(c)  If  any  of  the  secuzitiss  bolng  registered  are, 

Trust  Indenture  Act  of  1939,  the  aopy  of  such  lidanture  which  is 
filed  as  an  oxhifait  sliall  include  or  be  accoopanisd  ly  (1)  a 
reasonatiy  itemised  and  Inlbzvuitive  table  of  oontezits,  and  (2) 


indsntiira  of 


the  provisions  insertod  pursuant  to  Section  310  through  31fl(a} 
incluidvo  of  the  Trust  Indontura  ict  of  1S39. 

5.  Copies  of  any  plan  sotting  forth  the  teims  and  conditions 
upon  which  outstanding  options,  warrants  or  rights  to  purchase 
Bocurities  of  the  registrant  or  its  suhsidiarios  frori  the  regis- 
trant or  any  of  Its  afliliates  have  been  issuei.  together  with 
speciiton  oopioa  of  such  optione,  warrants,  or  lightsi  or  if  not 
issued  pursuant  to  such  a plan,  copies  of  each  suoh  option, 
warrant  or  right. 

6.  in  opinion  of  oounasl,  as  to  the  legality  of  the 
securities  being  roglstcrod,  indicating  whether  th^y  will  when 
sold  be  legally  issued,  fully  paid  and  nosassossablc,  and  if  debt 
soouritlos,  Whether  they  will  bo  binding  obligations  of  the 
reglsti^t. 

7.  Copies  of  eaeh  natorial  foreign  patent  for  an  invention 
not  covered  ty  a United  States  patent.  If  a aubstantial  part 

has  been  or  is  to  be  used  for  tho  particular  purpose  of  acquiring, 
developing  or  exploiting  one  or  sore  sialerlal  patents  or  patent 
righto,  fundah  a list  abowlng  the  nunber  and  a brief  Idontifi. 
oatien  of  each  such  patent  or  patent  right. 

from  capital  shares  on  the  most  recent  balance  sheet  brang  fl.led 
fbr  the  registrant,  there  shall  be  filed  a steterasnt  of  the  clr- 
cunstanoos  under  wlich  such  discount  arose  end  an  opinion  of 
counsel  as  to  the  Is^lity  of  tho  issuance  of  the  shores  to  which 


6Uoh  dlucount  rolatBS.  Iho  opinion  ghall  set  forth  any  aj5ilcahlB 
constitutional  and  statutoiy  provisions  and  ^lall  cite  any  de- 
cisioos  vflileh  in  the  ejAnion  of  counsel  aro  controlling. 

which  uprn  involuntary  liqiddation  oacoeds  the  par  or  stated 
value  thcrooff  there  shall  be  filed  an  opinion  of  counsel  as  to 

excess  and  also  as  to  any  remedies  available  to  the  security 
holders  before  or  after  payment  of  any  dividend  that  would  reduce 
surplus  to  an  amount  less  than  the  anount  of  such  oxcess.  the 
opinion  shall  sot  forth  any  applicable  constitutional  and  statutory 
provisions  and  shall  cite  any  decisions  which,  in  the  opinion  of 
counsel,  are  oontzoUing. 

answer  to  Item  19. 

U.  Copies  of  all  pension,  retlrecicnt  or  other  deferred 
eomponsation  plans,  oontracts  or  arrangments.  If  any  such  plan, 


plan,  oontraot  or  arrangement  shall  also  be  Clod 

12.  Copies  of  all  IndESuiiCoation  contraots 

13.  (a)  Copies  of  every  material  contract  r 


the  registretifl 


fllin 
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fomulft  upon  whioti  reglotrant'e  business  depends  to  a 
mtotlal  extent. 

{It)  Xb  caUa  for  the  acquisition  or  sale  of  fixed 
assets  for  a consideration  exossdinE  15  peroent  of  all 

(5)  It  is  a lease  under  uhloh  a sigDitioant  part  of 
the  property  dosoilbod  under  Item  10  is  held  by  the 
registrant,  or 

(S)  Iho  amount  of  tho  contract,  or  its  Imfortanoe  to 
business  of  tho  registrant  and  its  subsidiaries,  are  material, 
and  the  tains  and  conditiona  are  of  a nature  of  which  In- 
TQstors  reasonably  should  bo  infoimcd , 

(o)  tny  management  contract  or  bonus  or  profit-sharing 
plan,  contract  or  arrangonant  (or  if  not  set  Ibrth  in  any  formal 
document,  a written  description  thereof)  except  the  following, 
shall  be  doomed  matoiial  and  shall  bo  llledi 

(2)  Agreeaionts  with  managers  of  stores  in  a chain 
organisation  or  similar  organiution. 

(5)  Contracts  providing  for  labor  or  salosmenb  bonuses 
or  piynents  to  a class  of  ssouiity  holders,  as  such. 

lK3TEUCno:a  hs  lO  SUKUItt  PTOSPZCTOSIS 
A summary  prospectus  used  pursuant  to  Ruls  shall  at  ths 

as  is  thea  included  in  tho  registration  statement.  All  other 


omitted. 


Itm  2.  Prodt 


«mua 


Principal  Security  HoldBrs 


foUoHing  ponoss: 

(a)  Sach  predecessor  of  the  isouor*  If  apy  such  predecessor 
is  no  longer  in  oristenca,  so  state  end  give  its  last  address 
prior  to  its  dissolution. 

(b)  fech  affiliate  of  the  issuer,  indicating  the  nature  of 
the  affiliation. 


Iten  I.  Plrceters.  Officers  and  Pronotors. 

List  the  full  naoe  and  cmaplete  residence  address  of  each 
of  the  follcring  persons: 

(a)  Each  director  of  the  isousr; 

(b)  Each  officer  of  the  issuer,  indieaUng  aU  positions 
and  offices  held  vith  the  issuer: 


with 
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Ita»  S.  iletlona  aralngt  the  l8»u»r  or.ltB.  Pr.edecesspre  or 
amUated  lasuers— 

(aj  has  tieen  convletsd  of  any  eilma  or  offense  speeifiod 
In  riaragraph  (c)(3)  or  Buie  252i 

(b)  is  subject  to  ai^y  order,  judgment  or  deoree  specified 
in  paragraph  (o)(4)  of  that  rule:  or 

(c)  is  subject  to  a United  States  ftost  Oflioe  fraud  order. 

ItOT  6.  *<!tlgns  Arainst  Directors.  Officert  and  Otlisra. 

State  vhother  arty  person  apocified  in  paragraph  (d)  of  Rule 

2j2- 

(a)  has  been  convicted  of  any  orleo  or  offense  epedfled 
in  subparagraph  (1)  thereof: 

(b)  is  subject  to  any  order,  judgment  or  dseroo  specified 
in  subparagraph  (2)  thereof; 

(c)  has  been  and  ie  suspended  or  eapcllod  frois  loceibership 

national  securltlea  oxchango  or  Canadian  securities  oxchangei 

(d)  is  subject  to  a United  States  Post  Office  fraud  order. 

Iten  ?.  Connection  of  Underwiitors  with  Other  Offerincs. 
in  paragraph  (c)  of  Rule  252  vas,  or  uas  ivined  as.  an  underwriter 

of  that  paragrai*. 
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famish  the  Infoneation  speoifjod  in  (i)  through  (iv)  of  para- 
grarh  (a). 

(o)  Indioate  the  section  of  the  Act  or  rule  or  regulation 


of  the  Coemlsoion  under  which  exemption  from  registration  was 
claimed  with  respeot  to  ouch  securities  aid  stats  briefly  the 


facts  relied  upon  for  the  exemption. 


State  whether  or  not  the  issuer  or  aiy  of  Its  affiliated 


issuers  is  presently  offstlng  or  prosontly  contemplates  the 


Item  II.  Exhibits. 

Four  copies  of  each  of  tho  docujoonts  specified  below  shall 
be  filed  ae  exhibits  to  the  idtifloation.  List  under  this  item 


(a)  Any 
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(Uu*  and 


(SaUlng  Socutity  Holder) 


Eocurlty  bolder.  Aiv  sa;d.os  not  nanuEUy 
or  printed  cignatiiros. 


2?6 


COKSEST  *KD  CERUFICimON  Rf  IfflDEBIKETER 

1.  nie  onderslenixi  hereto  une«nts  to  being  naned  as  ondor- 
wiltor  In  a netifieatlnn  and  offering  olreular  filed  «ith  the 
Soouritlea  and  Exehange  Csinisslon  b;  (nano  of  issuer)  pursuant 

2.  The  undersigned  hereby  certifies  that  it  furnished  the 

offering  drcular  with  reopset  to  the  andorsicned,  its  directors 
and  officers  or  partners,  that  such  statsments  and  information 
are  aoourate,  coni^ete  and  fully  responsive  to  the  roijulreiionts 
of  Fom  L-A  and  Schedule  I thereto,  and  do  not  colt  any  intor- 
laatlon  required  to  be  stated  therein  with  rospeot  of  any  of  such 
persons,  or  necosaoxy  to  make  the  statemente  and  infoicaation 
therein  with  reapeot  to  any  of  then  net  misleading. 


(Principal  Offloer) 


(nato) 


SCHHJUl^  I— INTOBiATION  TO  BS  INCLUDED  IN  THE  OFTEKCNB 
aieULAR  RBJUIRED  BI  HJLE  Zji 
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the  soouritie 


offered 


tho  sbaracterlsUcs  of  such  deposits.  No  olain  shall 
has  been  eufficiontly  tostaj  to  bo  properly  olassilied 


or  probatlo  oro,  a atatonent  shall  bo  made  that  no  body 
of  cosaeroial  ore  la  known  to  eaist  on  the  property. 

{o)  Iho  tero  'proven  oro"  means  a body  of  ore  so  exten- 
sively campled  that  tho  risk  of  failure  in  continuity 
of  tho  ore  in  such  bo^  is  reduced  to  a sdniriua.  the 


but  as  to  vhioh  there  is  suffioient  warrant  for  assuning 
continuity  of  tho  ore. 

(d)  If  statcmonts  are  made  as  to  the  existence  of  proven 


or  probable  ore,  fUmich  separately  for  the  Infontatlon 
of  tho  Conmission  copies  of  the  pertinent  maps  and  other 
supporting  data,  including  calculations,  with  respect  to 

in  an  offering  circular,  shall  bo  written  in  a clear  ais3 


(e)  If  the  properties  arc  known  to  have  been  previously 


the  results  of  such  previous  work  is  material,  furnish 
Infoznation  as  to  such  work  insofar  as  it  is  known  and 


283 


those  speciftcci  Jn  Itoas  8il 


ihroa  hlghart-paid 


(a)  If  th 


(b)  If  paragraph  («)  does  not  apply  to  the  issuer, 
there  shall  be  furnished  a bal&nee  shoot  of  the  issuer  as  of 
the  date  spooified  in  subparagiaph  (a)(1)  and  profit  and  loss 

subparagraph  (a)(2).  Even  though  paragraph  (a)  nay  apply  to 
the  Issuer,  a balance  sheet  in  conventional  fom  nay  nevarthdloss 
be  furnished  in  lieu  of  the  statensnts  specified  in  subparagraph 
(a)(1)  if  the  assets  reflectai  therein  uhieh  were  acquired  in 
Ktchangc  for  capital  stock  are  not  cariled  at  an  amount  in 
excess  of  identifiable  cash  coat  to  promotera,  predecessor 


FOR-:  2-A— REMRI  FUBSDASI 


1.  Kane  of  isouor 

2.  Kamo  of  underwriter 

3.  Date  of  this  report  _ _ ^ 

(b)  Date  offating  conploted,  if  comjiotai 

(c)  If  offering  has  net  ooiraonoed,  state  reasons  briefly 


5.  (a)  Ibtal  mmber  of  shares  or  ether  units  offered 

hereunder _ „ — 

(e)  Nmbcr  of  such  shares  or  ether  units  still  being 

offered  

of  offering  to  date  J 

(b)  Underwriting  discount  allowed  ____$ 

(c)  Ejcponsos  paid  to  or  for  the  account  of  the  under- 

vrttors $ 


nation).  ?. 



(1)  Legal  (including  organic 

(2)  Accounting 


(3)  EnglnBore'  f(i«s  incurred  prior  to 


olferlng $ 

(4)  Printing  and  advortisitig  _ _ _ _ $ 

(5)  Other $ 

(e)  total  costs  and  expenses  (b),  (c},  and 

{d)  above $ 

{(a)  sinus  (e» t 


affiliatea  to  others 

(a)  SaOariee  and  fees t $ 

(b)  Purohaso  of  real  estate  ? $ 

(e)  Purohaso  and  installation  of 

nachlnoiy  and  equifnent  J $ 

(d)  Construction  of  plan  building 

and  faoiliUes $ $ 

(f)  Purchase  of  raw  materials.  Invontoiios, 

supfaios,  oto. $ i 

(g)  Selling,  advertising,  and  other 

Bales  promotion  

(h)  Other  disbursCTsnts  $ 

U)  totals  ? , 
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"lltloT'' 


'itatB  " "(SoTlijii  sBfiurlty  bolder)* 


•Jt  least  one  copy  of  tho  roport  eball  be  slened  iMnually 
by  oach  person  Hboss  signature  is  reiuircd.  Any  copies  not 
DanuaXly  ^gned  shall  bear  typed  or  printed  signatures! 


APPEDIX  HI 


RULES  OF  REGULATCOel  A 


puagraph  if 


founding  and  organlzinG  the  enterprise. 

Province.  jS  "Provinoo"  is  any  Province  or  Teriitoiy  of 

Resld ent.  J ’resident"  of  a epooifiod  eoimtTy  is  an  indi- 
vidual resident  of  suoh  country  or  a corporation  or  other  organi- 
sation vhioh  is  incorporated  or  organised  under  the  laws  of 
suoh  country  or  any  of  its  political  subdivisions. 

Stats,  i "State"  is  ary  State,  Territory  or  insular  posses- 
ion of  the  United  States,  or  the  flistrlct  of  Colunhia. 

given  in  SecUon  2 (11)  of  the  Act. 


Rule  2':2.  Securities  iamotei. 

(a)  Steept  as  hereinafter  provided  in  this  regulation, 
securities  issued  ty  any  of  the  fuUnvlng  persons  shall  be  exempt 
from  registration  undor  the  Act  if  offered  in  accordance  with 
the  teros  and  conditions  of  this  regulation: 

(1)  Any  eorperation,  unincorporated  association  or  trust 

United  States  or  Canada  or  aqy  State  or  Province  thereof  and 
(ii)  vhioh  has  oi*  proposes  to  have  its  principal  husaness 


(2)  Any  Individual  who  is  a resident  of,  and  has  or  pro- 
poses to  have  his  principal  business  operations  in,  any  State 
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(3)  In  the  case  of  an  offering  to  exlEtlnE  seo'ollff  holders 
on  a pro  rata  basis  pursuant  to  warrants  or  rights,  any  direct 
or  indirect  najoilty-ownod  subsidiary  of  any  issuer  specified 
in  (1)  atovB  which  has  aocoriUsa  registered  on  a naUonal 
sseurities  exchange  pursuant  to  the  provisionr  of  tho  SoBuiitles 
Exchange  Act  of  193^, 

{b)  No  BXOTption  under  this  regulation  shall  be  available 
for  any  of  the  following  socuxlties: 

(1)  Fractional  undivided  interests  in  oil  or  gae  rights 
as  defined  in  Rule  300,  or  sloilar  interests  in  other  ninorel 
rights; 

(2)  Securities  of  any  investment  oompany  registerod  or 
required  to  bo  registerod  under  the  Invostaont  Compare  Act  of 
1940. 

(9)  tto  oxemption  under  this  regulation  shall  bo  avallablo 

(1)  has  filed  a regisittrUon  statemont  which  is  the  subject 
of  any  proccodlng  or  examination  under  eootion  B of  tho  Act,  or 
is  tho  subject  of  apy  refusal  order  or  stop  order  entered 
thorounder  within  five  yoara  prt.or  to  the  filing  of  the  noti- 
fleaUon  roquirud  hy  Rule  255i 

(2)  is  subject  to  pending  proceedings  under  Rule  2dl  or 


filing  of 


(3) 


uiUiln  live  yvao  jiric 


or  to  tho  m- 

ing  of  such  notifieaticn  of  ary  crirce  or  offense  involving  tho 
porchasa  or  sals  of  sacuriticsi 

(W  is  snb^oet  to  any  ortior,  judgnont  or  decree  of  ai^ 
court  of  conpetent  jurisdiction,  entsrod  idthin  five  yoars  prior 

realreining  or  onjoining  such  person  from  enga^ng  in  or  oon- 


salo  of  securltiesi  or 

(5)  is  aubjsct  to  a Utdtod  Statoo  Post  Office  fraud  order, 
(d)  }'o  exenption  under  this  regulation  shall  be  available 


<2)  is  subject  to  any  orter,  judgment  or  deoroo  of  any 
court  of  cor.potent  juriediction  tonporaiily  or  ponoanantly 

tlnulng  any  conduct  or  practice  in  connootlon  vlth  the  pureba: 
or  sale  of  any  aeaurtty  or  arising  cut  of  such  person's 
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<3)  is  subjoot  to  an  ordar  of  the  Cormiaslon  enterea  pup- 
aaant  to  section  15  (.i)  of  the  Soourtties  Bxchanse  Act  of  193^\ 

vhioh  is  sUU  in  offeot:  or  is  subjoet  to  an  orior  of  the  Comnie- 
Bion  ertterod  pursuant  to  section  203  (d)  or  <e)  of  the  Invostaant 
Advisers  Aot  of  1940; 

(4)  has  been  and  is  suspended  or  expelled  fron  senbershlp 

national  securities  exohango  or  a Canadian  securities  exchange 
for  conduct  inconsistent  uith  Just  and  equitahLe  principles  of 

(5)  is  subject  to  a Dnited  Statea  Post  Omes  fraud  order, 
(e)  Ko  exaitption  under  this  regulation  shall  bs  available 

for  the  soeuritles  of  any  Issuer  it  any  undoreiiter  of  such 
socnrltios,  or  any  director,  officer  or  partner  of  any  such  unde-. 

(1)  covered  by  any  ro^stration  statanent  wlilch  is  the 
subject  of  any  pxocoeding  or  examination  Undoi'  sootlon  8 of  tbs 
Act,  or  is  the  subject  of  niy  refusal  order  or  stop  order  untorod 
therounder  within  five  years  prior  to  tlie  flUng  of  the  noUfl- 
oation  required  by  Rule  255l  or 

(2)  covered  ly  any  filing  which  la  subject  to  pending 

five  years  prior  to  the  filing  of  sueh  notification. 

Cf)  Paragraph  {c),  (d)  or  (o)  shall  not  apply  to  the 
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slBvinB  of  good  oauae,  that  It  Is  not  nooossaiy  under  the  eijs. 
ouTOBtancBS  that  the  eramptlon  be  denied.  Any  such  doterwlnation 
by  the  Conals^on  shall  bo  without  prejudice  to  any  other  action 
ty  the  Comiasion  in  any  other  prooeedlng  or  aatter  with  raspoot 


Rule  2^1.  Special  tejulraaents  for  Certain  Offortnea. 

<a)  Iho  following  provisions  of  this  rule  shall  apply  to 
aiy  offering  under  this  regulation  of  soeuritles  of  any  issuer 

{!)  was  incorporated  or  organised  uithin  one  year  prior 
to  the  date  of  filing  the  notification  rojuired  ly  Rule  255  end 
has  not  had  a net  ineone  fion  operations:  or 

(2)  was  Incorporated  or  orgonisod  sore  than  one  year  prior 
to  such  dato  aid  has  not  had  a net  incone  fron  operations,  of 
the  charsoter  in  which  the  issuer  intends  to  engage,  for  st  least 


offered  horoundar  shall  be  qualified  or  onde  eligible  for  offering 


or  nado  eli^ble  for  o 
has  its  principal  off! 
All  accurttios  subject 


will  be  conducted. 


aiy  Province  thereof  shall  be  qualilied 


principal  plaoo  of  business  in  Canada, 
his  paragraph  shall  be  offered  in 


they  are  qualified 


eUgible 
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offering,  ooncurrentljr  with  the  offering  In  the  United  $tttes. 
Issuers  engaged  in  sxtraetivo  or  innnufaeturing  enterprises  shall 
ho  deeoied  to  have  their  prinoipal  business  operstions  in  the 
Province  in  which  their  prinoipal  plants  or  other  properties 


(c)  In  coreputlng  the  aiwunt  of  seourities  which  My  bo 
offered  hereunder,  there  shall  be  included,  in  addition  to  the 
seourities  epseified  in  Eule  Zj/l— 

(1)  all  secuiltios  issued  prior  to  the  filing  of  the  noti- 
fication, or  proposed  to  be  Issued,  for  a consideration  consisting 
in  whols  or  in  part  of  assets  or  services  and  held  tif  the  person 
to  whoa  Issued;  and 


(2)  all  ascuritlos  issued  to  and  held  by  or  proposed  to  be 


provisior 

(d) 


shaU 
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(b)  Rule  257  shall  not  applj  to  any  offering  of  saouritios 
under  this  regulation  by  any  issuer  which  is  subject  to  this  rule. 


Buie  !Vl.  iiwunt  of  Socurltles  Beoeptod. 

(a)  the  agiregale  offering  prioo  of  all  of  the  following 
eecuiltiee  of  (i)  the  issuer,  (il)  its  predocsssors  and  (iii) 

became  afflUatos  of  the  issuer,  within  the  past  two  years,  shall 
not  oieosd  $300,000i 

(1)  all  ooourittes  of  such  persons  presently  b^ng  offeral 
under  thie  regulation,  or  under  any  other  regulation  adopted 
pursuant  to  section  3 (b)  of  the  let,  or  specified  in  the  notl- 
fioation  roijuircd  ly  Rule  255  as  proposed  to  be  so  offered! 

(2)  all  seouriticB  of  such  persons  previously  sold  pursuant 

Istic.i  adopted  pursuant  to  section  3 (b)  of  the  lot.  ooiosanced 
within  one  year  prior  to  the  eommenees.ent  of  the  proposed 
offering!  and 

(3)  all  seeuiities  of  such  persons  sold  in  violation  of 
socUon  5 (a)  of  the  let  within  one  year  prior  to  the  oomnenoament 


Rotwithstondlng  the  foregoing,  the  aggregate  offering  pjioe  of 
all  secuiitlcs  of  auah  persons  so  offered  or  sold  on  behalf  of 

shall  not  exceed  $100,000,  except  that  this  limitation  shall 
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t^ps  shall  be  leaded 
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(e)  ir  the  offering  is  not  cor.pleted  rtthin  nine  months 
fwn  the  datfl  of  the  offoring  elrcular,  a revisod  offering  cir- 
cular shall  be  proparoi,  filed  eraJ  used  in  acoordanoo  with  these 
rules  as  for  an  original  offering  circular,  except  that  in  the 
case  of  offerings  under  stock  purchase,  savinss,  stock  option 
or  other  sicilar  plans  for  the  bensflt  of  employees,  if  tiie 
offering  is  not  eonploteJ  within  1?  months  from  the  date  of  the 
offoring  cipcular,  a revisod  offering  circular  shall  be  pr^red, 
filed  and  used  la  socordance  with  those  niles  as  fOr  an  original 
offering  circular.  In  no  event  shall  an  offering  circular  be 
need  which  ie  falso  or  aislBading  in  light  of  the  ciroucistanocs 
then  eristic^. 

(f)  Four  copies  of  the  offering  circular  reluirod  ly  this 

time  such  notification  is  filed  and  shall  be  deemed  a part  thereof. 
If  the  offering  circular  Is  thereafter  revised  or  amended,  four 

amendment  to  the  notification  with  tho  appropriate  Regio.->al  Office 


Buie  ?57.  Offortnas  kot  in  excess  of  SSO.MO. 

Except  as  to  issues  specifiod  in  peragrapli  (a)  of  A;le  231 
and  issues  of  asseseablo  stock,  tho  offoring  circular  specified 
in  Kulo  256  need  not  be  filed  or  used  in  connection  with  an 
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principal 


with 
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latlon  shall  ba  lUeii  with  the  offlce  of  the  Coraiission  with 
whloh  the  notification  is  filed,  at  least  five  days  (exclusive 
Of  Saturtays,  Sundays  and  holidays)  prior  to  any  use  thereof,  or 
such  shorter  period  as  tho  ttovnisslon,  in  its  discretion,  nay 


proposed  to  be  published  in  any  newspaper,  nagasine  or  other 


(b)  tho  script  of  ■ 


(o)  cvojy  loiter,  circular 


ten  persons,  except  offering  circulars  filed  pursuant  to  Rule 

256(f). 

Rule  2M.  Prehlbltion  of  Certain  Statements. 

Ko  offering  circular  or  other  written  or  oral  oonuunLoatlon 
used  in  eonnocUon  with  any  offoring  under  tUs  reguletion  shall 


Bulo  260.  fiecorts  of  Sales  Hereunder. 

lathin  30  days  after  tho  end  of  each  six-ir»n«i  period  following 
the  date  of  tho  original  offoring  circular  required  ly  Rule  256, 
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paragraph  (c)  of  Bulo  252 


been  Iniicted  for  any  crlne  or  offeneo  of  the  character  specified 
In  subparagraph  O)  thereof,  or  any  proceeding  has  been  initiates 
for  tho  purpasB  of  enjoining  any  such  person  from  engaging  in 
or  continuing  any  conduct  or  practice  of  the  character  epecified 
in  subparagraph  (4)  of  suoh  paragraph! 

(S)  any  peraon  specified  in  paragraph  (d)  of  Bile  252  has 
been  indicteS  for  any  crliiie  or  offense  of  tho  character  apcelfled 
in  subparagraph  (1)  thereof,  or  any  prooeediog  has  boon  initiatod 
for  the  purpose  of  enjoining  any  suoh  person  from  engaging  in 
or  continuing  any  conduct  or  praotico  of  the  character  spoeifled 

vritor  has  failed  to  cooperate,  or  has  ohatrueted  or  refused  to 
porait  the  aaldng  of  an  investigation  by  the  Coranisaion  in 
connection  with  any  offering  incSo  or  proposed  to  be  made  hereunder. 

(b)  Upon  tho  entry  of  an  order  under  paragraph  (a)  of  this 
rule,  the  Coiasisslon  will  promptly  give  notice  to  the  porsone 
on  whose  behalf  the  noUfication  was  filed  (1)  that  such  order 

for  the  entry  of  the  order,  and  Cii)  that  tho  Comnission,  upon 
receipt  of  a wiilton  roguest  »4thin  30  days  after  the  entry  of  suoh 
order,  wiU,  within  20  days  after  tho  receipt  of  such  raiucst, 
set  the  matter  down  for  hoaring  at  a pitaee  to  be  designated  by 
the  Comaiasion*  If  no  hearing  is  requoeted  and  none  ie  ordered 
by  the  Conidssion,  the  order  shall  bocoroo  permanent  on  the 
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or  mtil  it  is  Bodlfisd  or  racatod  by  the  Conmisslor.  Where  a 
hsailng  is  rtfioestod  or  is  onJerad  ty  the  Comdsaiont  the  Coniils- 
aion  Hili,  after  notioe  of  and  opportunity  for  such  hearing, 

the  exainptlon  for  aiy  reason  upon  whioh  It  oould  have  entered  a 
twporaiy  suspension  oider  under  paragraph  (a)  of  this  rule. 


Coomission. 

{a)  All  notloBs  requirea  hy  thio  rule  shall  bo  given  to 
the  person  or  persons  on  vhose  bohalf  the  notifieation  was  filed 
by  poraonal  service,  registered  or  oortified  nail  or  confined 


Pule  262.  Consent  to  Serviee  of  Process. 

(a)  If  the  issuer,  any  of  its  airectors  or  officers,  any 


person  for  vhose  account  any  of  the  securities  are  to  be  offered, 
or  any  uadejvrltBP  of  the  aeeurltles  to  bo  offered,  is  not  a 


shall,  at  the  tine  of  filing  the  notificaUon  required  by  Brie 


255,  furnish  to  the  Consnission  in  a form  proscribed  or  acooptable 


aght  against  the  pereon 


been  joined  as  dofondant  or  respondent,  in  any  appropriate  court 
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